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CAPITAL APPROPRIATIONS: CAUTION SIGNALS AHEAD 


HE NATION’S 1,000 largest manufacturing com- 
panies reduced their appropriations for new plant 
and equipment to $2.7 billion in the second quar- 
ter of this year. This was not only significantly below the 
rate for the first quarter of 1957 but also lower than in 
the second quarter of 1956. Only a part of this loss from 
the first quarter can be regarded as a normal seasonal 
decline. The balance suggests a further lossin momentum. 
Further evidence of this trend toward deceleration 
emerges from a comparison of new capital appropria- 
tions with capital commitments or expenditures. Out- 
lays for new plant and equipment topped commitments 
in the second quarter so that the appropriations backlog 
actually declined to just about where it was a year ago. 
The key figures are as follows: 


1. At the start of the second quarter the appropriations 


backlog was estimated at $10.9 billion for the top 1,000 
manufacturing companies. 

2. To this was added $2.7 billion in new appropriations, 
bringing the total available for use during the quarter to 
$13.5 billion. 

3. Of this total, $3.3 billion was either spent or com- 
mitted, and $0.2 billion canceled. 

4. This left a balance, or backlog, of $10.0 billion at 
midyear. 


Reports were submitted by 550 companies, still an- 
other new high in industry cooperation with the 
survey.” 


1 Difference is owing to rounding 


2 The 550 reporting companies account for 72% of the assets of the 
top 1,000 manufacturing companies, about the same as in the previous 
survey. Asset coverage is about the same in the durable and nondur- 
able goods industries, but fractionally higher than in the report for 
the first quarter of 1957 


Backlogs Fare Better Than New Appropriations 
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The Findings at a Glance 


This is the fifth report on the continuing quarterly 
survey of capital appropriations of the 1,000 largest 
manufacturing companies conducted by Ton CoNnFER- 
ENCE Boarp with the financial sponsorship of Newsweek 
magazine. (Reprints of the earlier reports are available 
upon request.) 


New appropriations decline 


In the second quarter of 1957, newly approved appro- 
priations, as reported by the 493 companies furnishing 
information for all ten quarters to date, declined 29% 
from the peak level of the second quarter of 1956, to a 
rate just below that of the second quarter of 1955. The 
decrease in new appropriations from the first to the 
second quarter was about twice as large as over the 
same period in 1955 and 1956, 

This decline is reflected in all industries except the 
nonelectrical machinery and rubber groups. Durable 
goods industries reported a decline of 35%, while the 
nondurables group reported appropriations at a rate 
21% lower than a year ago. 


Backlogs slightly lower 


The mid-1957 capital appropriations backlog was 
only 2% below the corresponding level of a year ago, 
still significantly higher than two years previously. For 
the hard-goods sector, the backlog decline over the past 
year was 7%; in contrast, the soft-goods industries’ 
backlogs were 4% higher. The narrowing of the backlog 
gain, first evident in the third quarter of 1956, has con- 
tinued for nondurables, and turned into a small loss for 
the durables sector. 


Profit margins and liquidity 


The recent trends in new appropriations are paralleled 
by trends in profit margins and liquidity. Manufac- 
turers’ 1957 profit margins have been lower than in 
1956. Liquidity also has continued to decline. These 
pressures, as well as others, have been associated with a 
second-quarter rise in appropriation cancellations, now 
8% of new approvals. 


The outlook 


The decline in new appropriations and also in back- 
logs suggest that manufacturing appropriations have 
become marked by a loss in momentum. It now appears 
that there may be some downward tilt in manufac- 
turers’ capital outlays around the turn of the year, or 
shortly thereafter. 

Yet the current level of backlogs, only fractionally 
lower than a year ago, point to considerable remaining 
strength in the manufacturing capital goods sector. No 
sharp decline in such spending is in the immediate offing. 
Further, it must be emphasized that other sectors of 
American business, especially the public utilities, show 
every sign of continuing to boost their capital spending. 


This is the fifth quarterly report in a continuing series 
of quarterly reports on capital appropriations conducted 
by Tur ConFreRENCE Boarp with the financial sponsor- 
ship of Newsweek magazine. The initial study, pre- 
sented in The Conference Board Business Record for 
October, 1956, described in detail the broad purposes of 
this survey, the techniques employed, and the major 
limitations surrounding the results. 

The numerical data in the present report supersede 
those of the earlier reports because of revisions, the 
inclusion of additional companies, and a slight change in 
the composition of the reporting companies. It must be 
emphasized, however, that the accompanying tables are 
based upon identical company reports for all quarters to 
ensure consistency. 


A Decline in Appropriations 


The 493 companies furnishing information for all ten 
quarters to date—all of 1955, 1956, and the first two 
quarters of 1957—report a 29% decline in appropriations 
newly approved in the second quarter of this year as 
compared with a year earlier. This is the largest decline 
of the six possible year-to-year comparisons. Thus re- 
sults for the second quarter resume the pattern of de- 
clines which had earlier emerged in the third and fourth 
quarters of 1956. The open question then posed (“‘Capi- 
tal Appropriations: A Change in Course?” in The Busi- 
ness Record, December, 1956) is now apparently an- 
swered in the affirmative. At least for the manufacturing 
sector of the economy, the investment boom of the first 
postwar decade is slowly but steadily topping out. 

During the quarter, the 493 reporting companies 
experienced a decline in appropriation backlogs of $0.6 
billion. In the second quarter of 1955 and the second 
quarter of 1956, they had indicated backlog gains of 
almost $0.3 billion and $0.5 billion, respectively. The 
small year-to-year decline in backlogs now reported is 
the first minus sign in the six backlog comparisons 
possible since 1955. 


. . - And in Capital Outlays? 


The findings now suggest that the stability or near- 
stability in capital spending by large manufacturing 
companies in the months immediately ahead may be 
followed by a downward tilt which should be evident 
around the turn of the year, or shortly thereafter. In 
fact, the capital expenditures reported by the cooperat- 
ing companies had already stopped rising in the second 
quarter of this year. They were fractionally lower than 
in the first quarter, after adjustment for seasonal 
fluctuations.! 


1 Preliminary seasonal correction factors have been applied based 
upon published data as well as unpublished reports for 1953 and 1954 


that almost 300 cooperating companies have furnished to Tan Con- 
FERENCE BoarpD 
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This does not mean that manufacturers’ capital out- 
lays will not represent an element of strength in the 
economy in the months immediately ahead. It does 
suggest that they cannot be counted upon to provide an 
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upward boost to the economy toward the close of 1957 
or in early 1958. It is also worthy of equal emphasis that 
the present evidence does not support the thesis that a 
sharp decline in manufacturing capital spending is in 
the immediate offing. 

To see the true dimensions of quarter-to-quarter 
changes requires the use of seasonal adjustment factors. 
By way of a caveat, it can be argued that the introduc- 
tion of formal seasonal factors in turn introduces new 
complexities (and occasionally errors) into business 
analysis. But for a rounded discussion of current devel- 
opments, seasonally corrected figures are a sine qua non. 
However, since the resort to seasonal correction is new 
with this report, the analysis of current developments 
first proceeds as in the past in terms of quarter-to- 
quarter changes. 


Steeper Quarter-to-quarter Decline 


New appropriations tend to be high in the first 
quarter of each year, since some companies follow the 
practice of annual appropriations and still others con- 
ventionally appropriate most heavily in the first quar- 
ter. On this ground alone, a decline from the first to the 
second quarter would normally be expected. This held 
true for the change from the first to the second quarter 
in both 1955 and 1956. However, the first- to the second- 
quarter decline this year is twice as great as in the 
previous two years, as indicated by the following 
quarter-to-quarter percentage changes: 


I-II IV-I 
i) 56 °65-56 °56-57 
Allmiguenees —17 —22 33 53 
Durables.. . 4 —11 12 4 
Nondur- 
ables....] —33 —32 61 120 
Excl. oil cos. 
All mfg... . 5 —ll1 12 18 
Nondur- 
ables. ... 9 -l11 13 52 


The petroleum group is the prime example, in dollar 
terms, of the resort to annual appropriations in the first 
quarter. After these companies are excluded, the decline 
from the first to the second quarter of this year is cut 
back from —44% to —32%. This cutback, however, 
should not mask the fact that, for the figures excluding 
the oil companies, the percentage changes in 1957 show 
an even steeper decline than in the two previous years. 
(For example, the drop from —11% to —32% for all 
manufacturing, excluding oils, is greater than the drop 
from —22% to —44%, oils included.) 


A New Seasonal Index 


Preliminary calculations of seasonal adjustment fac- 
tors are now possible, since many companies have al- 
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ready responded to our request for 1953-1954 quarterly 
information.! Seasonal factors obtained from fewer than 
twenty quarters still have to be treated with caution. 
Nevertheless additional insights into this new body of 
information now become possible, with due allowance 
for the range of error inherent in correction factors 
based on so short a time span. 

Careful examination of the available information 
suggests that separate seasonal factors are necessary 
for the following industries: petroleum, iron and steel, 
electrical machinery, nonelectrical machinery, and fab- 
ricated metal products. For the present, the new appro- 
priations in the remaining industries have not been 
adjusted. 

The rate of seasonally adjusted new capital appro- 
priations reached a peak in the first half of 1956 (see 


1A forthcoming issue of The Business Record will present the 
complete historical record from 1953 to date. The seasonal factors will 
be published and the entire period reviewed in terms of trends and 
relationships 


chart). The sharp third-quarter decline was partially 
compensated by the subsequent rise in the fourth quar- 
ter and the first quarter of 1957. However, the further 
decline in the second quarter clearly brings the past four 
quarters down to a level lower than the high plateau 
reached in the fourth quarter of 1955 and the first half 
of 1956. Considering the average of these three peak 
quarters and the subsequent four quarters—third of 
1956 through second of 1957—the seasonally adjusted 


decline in the rate of new appropriations is reduced to 
about one-sixth. 


Decline Centered in Durables 


This decline has centered in the durable goods com- 
panies (see chart). The peak was reached in the first 
half of 1956. The trough in the third quarter was 
undoubtedly associated with the uncertainties of the 
steel strike and still remains the low point. The subse- 
quent recovery in the fourth quarter was not sufficient 
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to return the rate to the first-half peak. There followed 
the slight decline, after correction for seasonal, in the 
first quarter of this year and the drop in the second. 
This all adds up to a lower rate of new appropriations 
over the past year than held in the peak three quarters 
of 1955-1956. 

On the other hand, the seasonally adjusted rate of 
new appropriations in the nondurables industries did not 
evidence a third-quarter decline (see chart). The fourth- 
quarter drop, moreover, was followed by a recovery in 
the first quarter of this year, to a new high. The drop 
in the second quarter of this year, though, was larger 
than for the durables group, bringing the level back to 
that of the third quarter of 1955. Summarizing the 
trend here, the average rate of appropriations for non- 
durables over the past year is only slightly below that of 
the previous three quarters. 


Backlogs a Shade Lower 


The rate of capital spending, after correction for 
seasonal, has been lower than the corresponding rate of 
new appropriations, quarter by quarter since early 1955. 
The only exception emerges in the second quarter of 
1957 (see chart). However, for the durable goods com- 
panies alone, capital expenditures were already in excess 
of new appropriations in the third quarter of last year 
and have continued so, with the largest difference in the 
most recent quarter. For the soft-goods industries, the 
rate of new appropriations exceeded the rate of capital 
spending in all quarters until the second quarter of this 
year, when expenditures were slightly higher. 

In somewhat different terms, the backlog of approved 
capital appropriations at midyear was 2% below the 
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corresponding level of a year ago. For the durable goods 
companies, the midyear backlogs were 7% lower than at 
mid-1956, and for the soft-goods group 4% higher. Thus 
for all manufacturing, and for the two subgroups, the 
narrowing of the backlog gain, first evident in the third- 
quarter-of-1956—third-quarter-of-1955 comparison, has 
continued. The remaining backlogs are still sizable, only 
fractionally below the year-ago level, and lend strong 
support to the thesis that considerable strength remains 
in the capital goods area. 

For the durable goods companies, the average lead 
time between appropriations and the ensuing expendi- 
ture is longer than for the nondurables (see discussion 
below on backlog rates). It follows, therefore, that the 
decline in new appropriations by durables companies 
will affect capital outlays later than a corresponding fall 
in appropriations by the soft-goods group. Also, the 
durable goods sector traditionally fluctuates more than 
nondurables. Thus it would be reasonable to expect the 
appropriations approved by the hard-goods group to 
react sooner and more violently than the appropriations 
of the nondurables industries. Appropriations approved 
by the durables companies, as might be anticipated, 
surged ahead of spending in 1955 and the first half of 
1956 to a much greater extent than was the case for 
nondurables. Similarly, the drop in new appropriations 
was first evident for the durables group. But the peak 
in capital spending, seasonally corrected, was appar- 
ently reached in the first quarter of this year by both 
groups. On the basis of the evidence at hand, any further 
sliding off of capital goods spending will be more pro- 
nounced for the durables manufacturing companies. 


Profits and Margins 


In the continuing commentary on the quarterly sur- 
veys, attention has been repeatedly directed to the 
relationship between trends in appropriations and con- 
temporaneous changes in profits, profit margins and 
liquidity. Declining trends in the latter, even for short- 
term periods, have been found to be associated with 
declining trends in the rate of new appropriation ap- 
provals. Such an association should be underscored as it 
relates to developments this year. 

First, consider profits and margins. Manufacturing 
profits, according to the Federal Trade Commission- 
Securities and Exchange Commission Quarterly Finan- 
cial Report for Manufacturing Corporations, were up 3% 
in the first quarter of this year as compared with the 
same period a year earlier. However, profit margins 
continued to narrow in the first quarter. (The Council of 
Economic Advisers seems to have misjudged this trend 
in their initial estimate of corporate profits for the first 
quarter of 1957.) The downward trend in profit margins, 
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Net Profits, After Tax, as Per Cent of Sales 


Sources: Federal Trade Commission; Securities and Exchange Commission 


first evident in the third quarter of 1956, reduced the 
first-quarter rate to that of two years earlier, as can be 
seen in the above tabulation. 

Further, according to the First National City Bank’s 
preliminary second-quarter figures, profit margins de- 
clined once again from the same quarter a year ago. 
This could mean that the profit margins might even dip 
below the level of the second quarter of 1955. 


Widespread Margin Decline 


True, the profit margin data above relate to all manu- 
facturing companies. Our quarterly survey, in contrast, 
is confined only to the top 1,000 companies. By way of 
partial correction, profits data for companies with assets 
of less than $10 million were excluded, since this group 
is not covered at all in the appropriations survey. Again, 
the resulting first-quarter-1957 profit margins, as indi- 
cated by the FTC-SEC report, were lower than in the 
first quarter of last year. Further, this was true for all 
size groups except the very largest with $1 billion or 
more in total assets. The narrowing of profit margins, 
then, has affected almost all of the manufacturing 
economy. 

Not only are profit margins down, but undistributed 
corporate profits are also down. In the first quarter of 
1957, according to the FTC-SEC report, undistributed 
dollar profits of manufacturing corporations were actu- 
ally less, although only fractionally, than a year earlier. 
Expressed in terms of sales, the decline in undistributed 
profit margins was even greater than for profits before 
dividend payments. And to a growing number of ob- 
servers, the trends in undistributed profits have a 
greater impact on capital appropriations and spending 
than do profits before dividends are deducted. 


Lower Liquidity 


Given first-quarter profit figures considerably lower 
than indicated by preliminary estimates, the accom- 


Cash and United States Government Securities as a 
Ratio of Current Liabilities 
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panying continued decline in liquidity is not surprising. 
As measured by the ratio of cash and federal govern- 
ment securities as a per cent of current liabilities, manu- 
facturing companies were less liquid in the first quarter 
of this year than at any time in the postwar period. As 
can be seen from the perspective of quarterly figures 
since 1955, the liquidity drop has continued in each 
quarter of 1956 and the first quarter of this year. Even 
more to the point, the fall in liquidity has been more 
severe for the durables group than for the soft-goods 
companies, again paralleling the corresponding appro- 
priation trends. 


Rise in Cancellations 


The pressures of declining profit margins and falling 
liquidity have been associated with a second-quarter 
rise in cancellations. Expressed as a percentage of new 
appropriations approved during the quarter, the 8% 
cancellation rate is the highest of the past ten quarters, 
topping the previous peak in the fourth quarter of last 
year. The rise in cancellations, therefore, corroborates 
the more than seasonal decline in new appropriation 
approvals, 


Durables Appropriations Down More 


The 29% decline in new appropriations reported by 
manufacturing companies in the second quarter of 1957 
as compared with the year-ago quarter reflects wide- 
spread declines in almost all industries. First, the dur- 
able goods industries reported a 35% drop in this time 
period. This represents the fourth successive quarter in 
which the new appropriation approvals of the hard- 
goods group were below the same period a year earlier, 
following extremely heavy appropriation approvals in 
the first half of 1956 relative to the same period of 1955. 


1Q.’55 2Q.’65 $Q.’55 4£Q.°55 1Q.°56 2Q.°56 


All mips. eace ee 44 36 —-6 -14 —1 —29 
Durables......... 59 37 —36 -—-13 —20 —35 
Nondurables...... 33 34 34 —15 1 —2@1 


Secondly, the soft-goods sector appropriated at a rate 
21% lower than in the second quarter a year previously. 
In the six year-to-year comparisons now possible, the 
latest decline in appropriation approvals by the soft- 


goods group was the deepest, as indicated in the above 
table. 


. - « But Nonelectrical Machinery Still Going Up 


The most important gain in appropriation approvals 
was posted by the nonelectrical machinery group. This 
industry has now reported year-to-year increases for six 
successive periods, the only industry with such a record 
in the survey. Manufacturers of electrical machinery, 
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who had reported year-to-year gains for each of the four 
quarters of 1956, have indicated a decline in new appro- 
priations, as they did in the first quarter. 

The only other group to report a sizable increase was 
the rubber industry. This followed on the heels of three 
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negative year-to-year comparisons. Finally, the trans- 
portation equipment industry as a whole had appropria- 
tions just above the level of a year ago. However, this 
resulted from a decrease for the motor vehicle subgroup 
and an increase for the rest of the industry. 


Table 1: Estimated Capital Appropriations for the Thousand Largest Manufacturing Companies, Quarters, 1956-1957 


Millions of dollars 


2nd Q. 
1956 


Ist Q. 
1956 


8rd Q. 


1956 1956 


Estimated for Top Thousand 


4th Q, Ist Q. 2nd 


Q. 
1957 1957 


As Reported by Respondent Companies 


Ist Q. 2nd Q. 8rd Q, 4th Q. Ist Q. 2nd Q, 
1956 1956 1956 1957 


1957 


All Manufacturing ; 
Opening backlog............. 8,251 | 10,218 | 10,495 | 10,032 
Newly approved............. 4,895 3,612 2,599 8,037 
Committed or spent........... 2,815 | 3,218 | 2,910 | 3,687 
CCUMCELAL Mee ere rae <ace oke Oe 120 134 189 223 
Closing backlog............. 10,217 | 10,483 | 10,087 | 9,265 
{Capital expenditures......... 3,766 
Durable Goods Industries 
Opening backlog............. 
Newly approved............. 
Committed or spent........... 
ReMstel ed tren nae ne os See 
Closing backlog............. 


Nondurable Goods Industries 


Opening backlog............. 
Newly approved............. 
i ent 


ee 
ee od 


ee ed 


Based upon 550 respondents. Industry totals may not add up because of rounding 


9,308 | 10,874 
4,671 | 2,668 
2,951 | 3,338 
123 213 
10,877 


6,137 | 7,787 | 8,268 
3,544 | 2,778 | 1,975 
1,825 | 2,221 | 2,151 

71 93 102 


10,020 | 7,785 | 8,256 | 7,985 


Source: Tun Conrmrence Boarp 


Table 2: Newly Approved Capital Appropriations for Respondent Companies, Second Quarters, 1955-1957 


Money figures in millions of dollars - 


PALL E CUIMERD ELIT ATG ne oA Peraie seo norma el ecco. 0 f14.0 «0:0 Soto, 0 s10i0\p.s)ure. 0 
Durable Goods Industries... 0.0 nc ccc ccc ccwsccssccvccees 
ELIDIBEVAAEOMIAUG StCCLS ae ci sicie ria oalsore oes oe ecedion ssslomcamlice 
rieAUyeHOMIELROUS MUCUS io i -1c o-oo os sole ind snsin dice ss © 
Electrical machinery and equipment..............seeeeee. 
Machinery, except electrical... ............ cc cecceceeeees 
TFRs DOLtA LION COUP MONG as ioi5 6. o1s.c nis 6 = 0.6 o)siiaieiesisie cis sine 
Stone; clay-arid’ glass products. 0502... 5 -ctecocccscavsrecs 
Mabricated smeétal Progucts.c 6 cea spain apie ns a eisis Fels» mise as 
Other durable goods industries?..............00eeeeeeeeee 


Nondurable Goods Industries. ........0.ccceseccreenceevaces 
God sacl) DOV ELARER sche aisles aire 3,5) c10ie erases 6 <poisin vies esiaiess ep oe 
Mextile milli productSs set. co. c e cies cise cess dace ds vcle ess 
Paper and allied products... .........0eseeeceseeeeeeees 
Chemicals and allied products. ...........cccccscecccsres 
Petroleum and coal products... .........eeeceeeeeeeeeees 
Rubber products....... re See eee eee ee 
Other nondurable goods industries®. .............+++0-+-e- 


Based upon 498 respondents, Industry totals may not add up because of rounding 
1 Including motor vehicles 


Source: Tue ConrrrEencs Boarp 


2 Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures 
3 Includes apparel and related products, tobacco, leather and leather products, printing and publishing 
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Nondurables manufacturing 


Durables manufacturing 


The Diffusion of Appropriations: More Report Lower Approvals... 


All manufacturing 
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OVER 1956 


Distribution of 493 companies reporting higher, unchanged, or lower new appropriations as compared with year-ago quarter 


Source: The Conference Board 
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Distribution of 493 companies reporting higher, unchanged, or lower outstanding appropriations as compared with year-ago quarter 


Source: The Conference Board 


age quarter buttresses the analysis in terms of dollars 
(see chart). The decline in the second quarter in new 
appropriations is paralleled by the drop in the number 
of companies reporting appropriations higher than a 
year ago. The steady deterioration in the number of 
durables companies with higher appropriations matches 
the declining trend in their new appropriations. Further, 
the sharp drop in the number of nondurables’ companies 


Per Cent Distribution of the Number of Companies with 
Higher and Lower Appropriations 


1Q.’56 2Q.’566 $Q.’56 4Q.’56 1Q.’57 2Q.’57 
1Q.’65 2Q.755 8.765 4Q.°65 1Q.’66 2Q.'56 


All mfg. 
Higher....... . 64 55 50 47 48 41 
Towers. ce ceee. ~S4 41 44 50 50 55 
INoichange........ 2 4 6 3 2 4 
Durables mfg. 
iMighers:....c8.. 90 52 47 49 46 42 
Lower. .....¢s.5 83 43 46 47 52 54 
Nochange..... 2 5 7 4 2 4 
Nondurables mfg. 
Higher... .2.2... 63 58 55 44 51 41 
Lowertt ....¢., 36 39 41 53 AT 56 
No change...... 1 3 4 $ Q 8 


ne 
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that had higher appropriations in the second quarter 
corroborates the change from plus 15% in the first- 
quarter appropriation approvals to minus 21% in the 
second-quarter rate, compared with the respective quar- 
ters in the previous year. For all manufacturing, as well 
as for the two major subgroups, durables and nondur- 
ables, the number of companies reporting appropria- 
tions lower than in the year-ago quarter is at a high for 
the period under review. 


Lower Durables Backlogs 


In view of the decline in new appropriations in the 
second quarter as compared with the same period a year 
ago, and the continued rise in expenditures over the 
same period, the backlog of outstanding capital appro- 
priations at mid-year was 2% lower than a year earlier 
(see chart). Thus, the backlog gain which had begun to 
narrow in the third quarter of last year has now turned 


1Q.°65 2Q.’56 $Q.’55 4Q.’°55 1Q.’56 2Q.°56 
1Q.’66 2Q.’56 $Q.°66 4Q.’56 1Q.’67 2Q.757 


le ee ee ee 
Durables......... 82 74 42 Q2 u —7 
Nondurables...... 45 51 52 23 18 4 
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Table 3: Outstanding Capital Appropriations for Respondent Companies, Second Quarters, 1955-1957 


Money figures in millions of dollars 


End of: 


Numbers of Quarters of Commitments or 
Spending Represented by Outstanding 
% Change Appropriations 


% Change 
1957 over 


1957 over 


2nd Quarter | 2nd Quarter | 2nd Quarter 
1955 1956 1957 


Second Second 
Quarter Quarter 

1955 1956 

AL Mamniufacturing enc. aris ess teria 4,987 8,069 
Durable Goods Industries...........++. 2,671 4,639 
Primary iron and steel.............. 1,167 1,854 
Primary nonferrous metals.......... 265 897 
Electrical machinery and equipment. . 352 517 
Machinery, except electrical......... 202 334 
Transportation equipment?.......... 312 387 
Stone, clay and glass products....... 258 447 
Fabricated metal products.......... 46 123 
Other durable goods industries”. ..... 68 80 
Nondurable Goods Industries........... 2,266 8,430 
Food and beverages..............- 145 216 
Textile mill products............... 110 152 
Paper and allied products........... 244 486 
Chemicals and allied products....... 532 1,016 
Petroleum and coal products........ 1,150 1,380 
Rubber products aceite cise 78 163 
Other nondurable goods industries’. . . 8 16 


Based upon 493 respondents. Industry totals may not add up because of rounding 
1 Including motor vehicles 


o 
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. 


DHOROOHAIAS 
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Ft WY OOOO CORO W = 20 HO CH 20 COD Co So 


Wo Hem Dio & 
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3.3 
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4.5 
4.4 
49 
3.7 
2.2 
2.5 
2.2 
2.6 
2.9 
2.1 
2.2 
2.9 
4.2 
22 
3.0 
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I! $0 20 A Or GO G0 So 


EY f 


Source: Tue Conrezence Boarp 


2Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures 
4Includes apparel and related products, tobacco, leather and leather products, printing and publishing 


into a small backlog loss. The foregoing comparative 
table of outstanding appropriations expressed in per- 
centage changes indicates this trend. 

The decline in backlogs, however, was true only for the 
durables group. The soft-goods industries still were 
reporting midyear backlogs higher than a year earlier. 

At mid-1957, the chemicals and nonelectrical ma- 
chinery industries had the largest backlog gains as com- 
pared with twelve months earlier. The electrical ma- 
chinery and the two miscellaneous groups also reported 
higher backlogs over this period. The petroleum and 
iron and steel industry’s backlogs were just below last 
year’s levels. Other industries, such as textiles, stone, 
clay and glass, fabricated metal products, and non- 
ferrous metals reported backlogs sizably lower than a 
year ago, but still higher than two years ago. 

When comparison is made with mid-1955, however, 
current backlogs are still significantly higher. Only the 
textile group reported lower backlogs than two years 
ago. Four industries—nonferrous metals, nonelectrical 
machinery, chemicals and miscellaneous nondurables— 
had backlog gains of more than 100%. 

Over the past ten quarters, three industries have 
indicated backlog gains for each year-to-year compari- 
son—electrical and nonelectrical machinery and chem- 
icals. The iron and steel and nonferrous metals indus- 
tries had reported year-to-year backlog increases 
through the first quarter of this year, but failed to 
maintain this pace in the second quarter. 


During the second quarter of 1957 only two indus- 
tries—nonferrous metals and rubber—out of the fifteen 
industrial groupings increased their backlogs. This is in 
contrast to the second quarter a year ago, when nine 
industries had higher backlogs at the end of the second 
quarter than they had at the start. 


The Diffusion of Backlogs 


As in the case of new appropriations, further examina- 
tion of backlogs in terms of company behavior should 
provide an additional dimension to the analysis. As 
before, the 493 companies were classified into three cate- 
gories, those with year-to-year increases in backlogs; 
those with decreases; and those reporting no change. 


Per Cent Distribution of the Number of Companies with 
Higher and Lower Backlogs 


All mfg 
Higher 94) ta..0e 70 70 61 53 50 44 
ower wets taccct. ee 26 26 35 42 47 52 
No change........ 4 4 4 5 8 4 
Durables mfg. 
Higher. 3. ae. 70 68 60 54 49 43 
Lowersen ste 25 Q7 35 40 AT 53 
No change...... 5 5 5 6 4 4 
Nondurables mfg. 
Higher ek 68 72 63 53 51 46 
Lowert.... ann 29 25 33 43 47 51 
No change...... 3 3 4 4 2 3 
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Table 4: Capital Appropriations for Respondent Companies, 1955-1957, by Quarters 


Millions of dollars 


1955 1956 1957 


First | Second | Third | Fourth | First | Second | Third | Fourth | First | Second 
Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter 


aarti Delo hs tcint sac ti wae hwo coe con on Sie ee 3,632 | 4,652 | 4,942 | 5,851 | 5,977 | 7,600 | 8,072 | 7,779 | 7,819 | 8,494 
rhe y epproves Sisim ufhiis tel ea eleld Meldra halt’ save SOR ee. aieaea xe 2,399 | 1,992 | 2,029 | 2,604 | 3,465 | 2,703 | 1,911 | 2,234 | 3,418 | 1,929 
rae OM SDENE Fre caesar oe eR aie eRe a sie e. 1,295 | 1,633 | 1,571 | 1,882 | 1,772 | 2,150 | 2,086 | 2,555 | 2,134 | 2,892 
Clan A sas: sig mintals ‘ace’ ays) ofet nis. oehe slevelevera arate ia) ese aL aiaaeie 80 77 62 107 69 89 99 170 80 161 
osing OE SERIA ds IOI NG GRRCISNET CO EREIC R eh HORCH ITO ieee 4,652 | 4,937 | 5,839 | 5,975 | 7,598 | 8,069 | 7,792 | 7,300 | 8,498 | 7,891 
PCODIbn ORDO MAICUIGE TES. 6 256 os sc civtne xe eke dw danse 1,088 | 1,402 | 1,412 | 1,801 | 1,460 | 1,976 | 2,020 | 2,578 | 1,999 | 2,409] 
Durasite Goops INDUSTRIES _ 
Opentingihacklog 79 seis «os iets cis of vbw ose shes ive eG 2c 1,890 | 2,348 | 2,672 | 3,072 | 3,523 | 4,269 | 4,641 | 4,379 | 4,286 | 4,564 
NWewhlapproved 56 Ges once tele oon ahh wcneemhaen aces cs 1,038 | 1,077 | 1,154 | 1,480 | 1,655 | 1,477 741 | 1,283 | 1,330 966 
DU TCOTA DEN Are. AEE «<2 ao bs deck sgbecs 5565 736 718 975 885 | 1,073 950 | 1,311 | 1,024 | 1,138 
(OETA on. Sieeeateen ae SAE ge a fe, Sie 2 a ee 26 20 25 58 a7 3 49 66 31 62 
COLOSERRIDACIIOUS oat PR oot tae SEM ae oe GRE voce Goes oa 2,347 | 2,671 | 3,087 | 3,519 | 4,266 | 4,639 | 4,377 | 4,280 | 4,563 | 4,331 
[Capitalexpendituresqd= <5: 6 o< «ok «0 soe see SoBe ses 457 543 605 833 676 957 980 | 1,349 | 1,009 | 1,207] 
Primary iron and steel 
Opening DACKION 4.4 a Ah) .t ERG Soren. So eas bee 659 964 | 1,167 | 1,228 | 1,552 | 1,773 | 1,854 | 1,717 | 1,773 | 1,894 
New hannproved 46 aah. 2. aes So) obs. Sod babe eehee os 426 378 259 649 468 401 164 479 451 316 
Cinnnhad Orimpent s-nit ©ot oer Ss veka . oc ios 2 Ree 119 175 195 808 | 247 | 817} 299 415 | $829} 402 
AS ANCH Ed, Oe BIR RII a hy, aR ty BF AES s ales BRE SS J NTR (a) a (a) 16 1 8 1 8 
Glosinpibackloy! Meh Bis. Mc doles Mos Re «seid 3 SE, gi 964 | 1,167 | 1,230 | 1,552 | 1,773 | 1,854 | 1,717 | 1,772 | 1,894 | 1,805 
[Capitalbexpondituresier. 5. tases os Skies betes. oS ss 107 157 166 QAI 192 288 Q71 471 325 425] 
Primary nonferrous metals 
Openng backlog o) dt... © Saas «os ak st cee s  Scbee« 171 235 265 891 407 546 898 833 721 649 
Sieuiarpiiited heb oe She coh reg Lele oo. Seek 114 90| 208] 141| 923] 489 6s | 56| 116] 198 
Comision OTIS DENED i.e «ek: cele ose: Poul on Melos e\6 nsiebiavas 49 64 76 121 78 129 183 156 184 156 
MCRMOPUM Seeds wis eae cos ole 6 yes arse aks cio et de oe ssh e's oe (a) 8 4 Q 6 9 1 12 4 th 
Closmrbacklow eo a0..«ise Heike oe va ss EE Rees aS 236 265 393 408 546 897 832 721 649 684 
Wapital expenditaresen «20.5 err « o.+s vile: oc se + +s 8 slele> 2's 46 50 62 81 75 96 115 139 155 189] 
Electrical machinery and equipment 
orang barking Se abe... ok... wie. «beh es 356| 344] 352] 388| 405] 495| 517] 549] 652] 692 
INewl Ysa DPLOved 5 cisee es oo ciale~= bite AHR eh we sl no is ofSIS erste 91 106 126 158 189 169 161 288 166 85 
COMPILE OFA EDONE «Pie oo) x Ci hv, 9) <:25 oivin. nin wtols,'s aio 'p seleares 93 90 8&4 126 94 188 122 164 117 129 
OTC S Beaes (2 Ae it SRAe de Sears Ieee ae 7 7 8 20 5 a 6 20 10 22 
Closmint baeklog’.....% saesss sp icilcked'eidlelehe olace.elale's'« siofole tie’ 347 352 387 400 495 517 550 652 692 627 
[Capitaliexpendittresss «<5 deh «o «5-dols 0.0 o-si0i) ».0.s:p alge oe © 79 rhe 82 122 70 117 132 175 95 123] 
Machinery, except electrical 
Deni UACKIOM 6 Seite: bids tc Ades» cn ate «wp vine. « 230 231 199 196 203 342 335 315 312 447 
Newly yaya a8 o0 bee Me oe oe” GE, a OC ORRE Dc RE TE O On 94 75 62 87 Q17 81 68 157 238 120 
GODMTSLEG- OVERDONE ® Feta 2 tp Aas « sie/>, dplors'e ois oie sve sie A100 83 101 61 71 77 88 86 | 149} 102 116 
TROPLEC ER ie eis Rtas sore EEN oa sho Oss (96 Me 5's 3 Ape es 12 2 1 8 1 2 9 3 17 
Closing DBcklog ere ati os cc teel- ile sede 1g eels « «eee > « 229 202 199 205 341 334 315 315 445 432 
[Capital expenditures ii). « .. ded... dese... an. --. dah. 57 61 55| | 66] si} 72| 109] 94] 102] 
Transportation equipment, including motor vehicles 
Opening acklogy .F ta eves oi eelelej<inle)aicole ojo sislllel= + +» elefel + = 181 228 315 420 463 487 387 348 $33, 353 
WWewlysaDproved > cena. fe aa dieaict aeiele cy dade. « «stable « « 140 293 300 259 282 116 104 162 153 117 
Committed ior epent = stead. tasks do teas, ote. s oes alah» 86 201 187 | 210 249 208 | 188 | 167} 121 144 
Candeled tte stones soo Wa oe ole dhe eels « brane: ss 6 8 11 5 10 7 a 10 11 5 
Glos: backlog aa.'s Jeiciet ie etorstan cpnesleve, +m Staley tayalatetele fs 229 312 417 464 486 387 346 332 353 321 
[Capital expenditures. ...........s0ceee eee ece ere eeeees 79 92 124 157 151 201 214 | 227 174 172] 


Stone, clay and glass products 


MND DACKIOTS hatisleiate-\<etemrat <intaleleln iene galas suv af dirtae 3 218 230 Q57 324 353 422 447 427 341 336 
<a nbneared Moe c MO Gb OAtae Otog Ran ab no emer io ean 89 95 146 111 160 141 122 61 94 78 
Committed or spent... 2... cee ccccccce scenes ceeceseeces 79 66 67 83 90 116 115 161 100 119 
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Table 4: Capital Appropriations for Respondent Companies, 1955-1957, by Quarters —continued 


Fabricated metal products 
Opening backlogs. ay ter srssstoreloleleveleclelvio\efalatnelals Iola) evel -lst 
Wewlyaep proved teres sectors cee elererote slotelsleiotetaist nisl cieloloeiete 
Conuimutted or a pent emia vate iste eaieieie erate oieteter eie eet 
CANCELED Rrra eee is oes aes pcs ieee so sieeerecmiele ae) Neuter 


Other durable goods industries 
Openingibackloge aac « «cies ecere vies ole ete oiele)\eler 
INewlyaapproved rac nicreiteieise secleterars sinter’ oveleictehs oe hs erie 
Commuted or spent actnmccitisinre tetas el oiele levers eerelsisivietsl cei 
Canceled Sorsccrins a crea tke hss cies tre Oaks Siete se chee reeks 


NonpvuRABLE Goons INDUSTRIES 
Openingebacklog. 2 St eitanicne sls sistcalsles desea scees cee 
INewlysapproved As a fects cisieie seals sate eetiso ee ee seeee eee 
Commuted On Spent ocr cot shee atic eee reeds ce tes 
(Canceled Semmes x ce tetanic Bie teins ce tie oe ee eee a oe seer 


Food and beverages 
Opening backlog sine stte.0 cote ciesn scot oe svat etnies ete 
INGwlysAPDIOVEd on sceks eis oe eae eco e pe ea eee eee ee as 
Committed or spent. ...........200-: Retain amare misiahess ate yale 
(Canceled semen cores eco eee os kOe tidies Saliva eae eres 


Textile mill products 
Opening backlogs cece cei: os beter Sesion ast ess 
INewlyapproved csc.c feces cca cites cer ain or eee e aicke cae lou 
Committed iortepent sare chs. sees ce test meena eee ai 
Canceled 


CC 


Ce CC 


Paper and allied products 
Opening} backlog econ «neta ca saicne seein ee saree tear 
iNewlysapprovedin © sens. 2 vc subse enue conte ote mere eae 
Committed or spent 
Canceled 


ee ed 
Ce cy 


CC i ee ey 


Chemicals and allied products 
Opening backlog 
Newly approvedsenant..csmracccetet tar mn ees 
Committed or spent 
Canceled 


cd 


CC rd 
eee eee meee eee ee eer er eeeseeee rane r esse seseses 


Cee meee renee er eres esesrenessereesesses 


eee emer rere ree er earesreseereesrenecs 


Petroleum and coal products 
Opening backlog 
Newly-approved (hPnnc des. cee ee 
Committed or spent 
Canceled 


Pee meme meee eens nese nee e nesses eseees 
ONOROSOMOsOn St etm eri one) Su Gace SR NCMESL IO 
SOP mee ee eorereseeaecneernrvoeseeseseseresessere 


COC woe eer eresr eee sereseeesreeresesesesers 


si feel eis) eke a.0)040,0,058, 8.0 Bible) else 61.6 le 318/e sibs 


Millions of dollars 


54 


631 


1955 


1,150 
540 


First 


84 131 
72 30 
26 8h 
(a) (a) 
130 123 
20 28 
56 13 
44 51 
25 42 
1 1 
13 80 
22 26 
2,270 2,453 | 3,831 
1,810 | 1,226 
887 | 1,077 
42 68 
2,252 3,332 | 3,430 
784 | 1,019 
176 205 
84 82 
54 69 
2 2 
204 216 
47 68 
113 166 
92 35 
87 48 
2 2 
166 152 
36 42 
385 485 
189 89 
89 8&8 
il (a) 
484 486 
73 100 
T4A1 847 
294 419 
179 287 
10 18 
847 | 1,016 
171 220 
918 | 1,446 
1,041 536 
£82 572 
26 36 


Second 


1956 


Third 


1957 


Fourth | First | Second 
Quarter | Quarter | Quarter 


105 3 105 
32 68 19 
64 37 39 
1 1 (a) 
73 105 85 
48 $5 46] 
85 81 88 
48 43 $2 
gh 36 83 
v4 1 1 
81 88 85 
45 30 34] 
3,410 | 3,032 | 3,930 
951 | 2,088 964 
1,244 | 1,110 | 1,253 
104 48 100 
83,020 | 3,935 | 3,560 
1,229 991 | 1,201! 
182 179 193 
73 89 52 
73 71 78 
4 2 4 
178 193 163 
80 66 83] 
137 112 99 
20 34 Q7 
Sh 42 40 
1 2 1 
112 102 86 
54 37 40] 
460 439 465 
74 128 45 
112 97 129 
8 £ 6 
420 465 375 
120 100 119] 
1,261 | 1,247 | 1,471 
318 486 300 
301 268 830 
oT 5 50 
1,253 | 1,473 | 1,392 
281 239 315] 
1,207 911 | 1,533 
408 | 1,265 467 
640 587 612 
67 29 38 
912 | 1,533 | 1,369 
623 | 492 | 579] 
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Table 4: Capital Appropriations for Respondent Companies, 1955-1957, by Quarters—continued 


Millions of dollars 


1955 1956 


First | Second | Third | Fourth | First | Second | Third | Fourth 
Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter 


Rubber products 
Opening backlog. 59 75 78 91 1 
intial svotatovale BOs ate aeePencs: ahcrcr eer cte tare eraetns 14 168 163 147 129 143 
Bete, appeeved eM ofel tea xer sk cnenthteys aod oh ends oseuehelaie = ores arsip 40 47 55 69 92 49 36 48 63 63 
iia OIE DENG Soiteia's Sati witvacisine PATiQe sae avaclealeat 25 38 87 49 36 51 §1 64 4h 61 
Clon 4 5 a MeTata ls ict ae). oFarane e/atate tala whee gin ete Wieteletaetaters ace 2 6 2 iH 2 3 2 3 6 iL 
ORIN BIA CELOL cele javeisievicta er Sawiale arwaretaieis oleteietenarya.c deus « 73 18 94 110 147 129 143 153 
Pcapital-oxpenditures< ih: 0. ol lb oe. oA 25 37 33 46 45 51] 
Other nondurable goods industries® 
Openme backlog Sane ae ne Shs, Sa) ee ee 8 16 26 
ee Tt ee eee 8 22 9 
Rema AEN OIIR ERE oy ho ves os G9 ie 4 ob x'sin ne Vive 11 11 13 


Canceled 


See e ee eeereeeeereerereeeeereeereeeseseereseees 


Based upon 493 respondents. Industry totals may not add up because of rounding 


Opening & ne is defined as approved capital appropriations outstanding at beginning of quarter. Closing backlog is defined as approved capital appropriations outstanding at 


1 Includes lumber products, furniture and fixtures, instruments, ordnance, and miscellaneous manufactures 


2 Includes apparel and related products, tobacco, leather and leather products, printing and publishing 


The per cent distribution of the numbers in each of these 
categories is indicated in the text table on page 410. 
The diffusion of backlog changes clearly parallels the 
findings in terms of dollars (see chart). The narrowing 
of the backlog gains first evident in the third quarter of 
last year also appears in the percentage distribution. 
Further, the percentage of companies reporting higher 
backlogs than a year earlier continued to decline in the 
fourth quarter and in the first quarter this year. In the 
second quarter, the proportion dropped below 50%. 
These findings hold true for the durables and nondur- 
ables groups. In the case of the hard-goods companies 
the drop below 50% reporting backlog gains first ap- 
peared in the January—March quarter. Again corrobo- 
rating the results in terms of dollars, the proportion of 
companies reporting backlog gains in recent quarters is 
lower for the durables sector than for nondurables. 


Lower Backlog Rates 


With the higher level of spending and commitments 
(mostly spending), a slide in new appropriations and an 
actual decline in backlogs, the rate of backlog in the 


Number of Quarters of Commitments or Expenditures 
Represented by Outstanding Appropriations at the 
End of the Quarter 


1955 1956 1957 
1st 2nd Srd fth 1st 2nd 8rd 4th 1st 2nd 
QF 76 Qs QF 16Q: QING, TROn? 2Q. an 7a. 
All mfg.......| 3.6 3.0 3.4 82148 38 3.7 29 | 40 3.3 
Durables....| 4.2 3.6 43 36/48 43 46 33145 3.8 
Nondurables.| 3.1 2.5 2.6 2.7 | 3.8 3.2 3.0 2413.5 2. 
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a—Less than $500,000 Source: Tot ConFERENCE Boarp 


second quarter was lower than a year earlier. The rate 
of backlog, it will be recalled, shows for how many 
quarters the appropriations backlog will last at the 
present rate of spending or commitments. 

As can be seen from the accompanying table, the de- 
cline in the second-quarter backlog rate was a continua- 
tion of a trend that began in the fourth quarter of last 
year. 

These declines in the backlog rate have held both for 
the durables and nondurables industries. During the 
second quarter, only the backlog rates in the electrical 
machinery, transportation equipment, and the two mis- 
cellaneous groups were higher than a year ago. 

Despite the higher level of capital spending, and com- 
mitments, the backlog rates in the second quarter were 
higher than in the same period two years ago, for all 
manufacturing as well as for the two major groups. 
However, seven of the fifteen industrial divisions had 
lower backlog rates during the second quarter than two 
years previously. 


Capital Goods Prices 


The appropriation trends outlined in this report have 
to be viewed in the context of the changes in capital 
goods prices. In recent months, the Bureau of Labor 
Statistics wholesale price index for producers’ finished 
goods in manufacturing has been practically unchanged, 
although the second-quarter average was just over one 
half of one per cent higher than the first quarter of this 
year. However, when compared with the second quarter 
of last year, this price index is some 7% higher. For the 
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first-quarter-of-1957-first-quarter-of-1956 comparison, 
the comparable figure was almost 9%. (In July, the 
capital equipment price index was 6% higher than a 
year ago.) 

It is clear that the second-quarter dollar declines in 
newly approved capital appropriations and backlogs 
have to be adjusted downward for a translation into 
real (or constant) dollar terms. 


Summary and Outlook 


The findings of the latest quarterly survey are more 
in line with those of the second half of last year which 
had also been characterized by minus signs. In three of 
the past four quarters, new appropriations were ap- 
proved at a lower rate than in the same period of the 
previous year, and are now at the level of the second 
quarter in 1955. 

The size of the most recent decline suggests that 
around the turn of the year a downward tilt in manu- 
facturers’ capital spending may become evident. It must 
be stressed, however, that the survey is presently 
limited to the manufacturing sector. Other sectors of 
American business, especially public utilities, show 
every sign of continuing to boost their capital outlays. 

Any decline in manufacturers’ capital spending that 
does develop may be more pronounced in the durable 
goods industries than in the soft-goods group. With the 
evidence at hand, any downturn in the latter may be of 
moderate dimension. These judgments are based upon 


the fact that the seasonally corrected rate of appropria- 
tion approvals by the durable goods companies over the 
past four quarters—the third of 1956 through the second 
of 1957—was much lower than for the high point of the 
series in the previous three quarters—the fourth of 1955 
and the first two of 1956. Over the same period the cor- 
responding decline in appropriations approved by the 
soft-goods sector was considerably less. 


The slight decline in backlogs at mid-1957 suggests 


that substantial strength still remains in the capital 
goods sector. A sharp drop in capital spending cannot 
be deduced from the survey figures. Yet it cannot be 
denied that the narrowing of backlog gains previously 
reported has turned into a small backlog loss. Thus the 
impact of current business decisions will continue to 
determine whether or not the prospective decline in 
manufacturers’ capital outlays, especially for the dur- 
able goods industries, will be mild and of limited dura- 
tion. In particular, current developments in undis- 
tributed corporate profits, profit margins and liquidity 
may be of crucial importance. 


In any event, the third-quarter survey should offer 


some clues to these important questions, all the more 
important in light of the prospective leveling out and 
possible subsequent decline in government defense 
outlays. 


Morris CoHEN 
Martin R. GAINSBRUGH 
Office of the Chief Economist 


Business Bookshelf 


Womanpower—A statement by the National Manpower 
Council with Chapters by the Council’s staff. This latest of 
the council’s continuing studies of the nation’s manpower 
resources focuses on the role of women in paid employment 
in the United States. It traces changes since 1890 and recom- 
mends ways of insuring the more effective development and 
utilization of our “woman power” in the future. Columbia 
University Press, New York, 1957, 371 pages. $5.00. 


The Benefit Formula in Unemployment Insurance—This well- 
organized technical paper opens with a brief review of the 
underlying philosophy of the American unemployment in- 
surance program and of the various social objectives that 
may be achieved through the unemployment benefit for- 
mula. Each of the eight more important elements of the for- 
mula is then analyzed. By Michael T. Wermel, Research 
Director, Benefits and Insurance Research Center. BIRC Pub- 
lication No. 5, January, 1957, California Institute of Tech- 
nology, Pasadena, California, 28 pages. $1.00. 


Tax Factors in Basing International Business Abroad—Part I 
of this study considers aspects of United States tax laws 
affecting “base company” or “tax haven” operations. It ap- 


peared as an article in the Harvard Law Review of May, 
1956. Part II describes the relevant laws in thirteen coun- 
tries that United States companies have found suitable for 
such operations. The analyses in part II were prepared in 
cooperation with the staff of the International Program in 
Taxation and relate to rules and practices in effect as of 
November 30, 1956. By William J. Gibbons. Law School of 
Harvard University, Cambridge, Massachusetts, 1957, 177 
pages. $5.00. 


Business Economics—A useful and practical combination of 


theory and case study. Every chapter is accompanied by de- 
tailed examples to help the student apply the principles he 
has learned. By Marshall R. Colberg, William C. Bradford 
and Richard M. Alt. Revised edition. Richard D. Irwin, 
Inc., Homewood, Illinois, 1957, 537 pages. $8.35. 


Linear Programming, An Explanation of the Simplex 


Algorithm—A text designed to meet the needs of those in- 
terested in linear programming but with a limited mathe- 
matical background. By Dakota Ulrich Greenwald, associate 
professor of industrial engineering, Syracuse University. The 
Ronald Press Company, 1957, 75 pages. $3.00. 
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DEPARTMENT STORE SALES 
TOTAL U.S. 


105 


100 


First quarter 1956 = 100; seasonally adjusted 


A 


N iB) J F M A M J J 
1957 


Sources: Federal Reserve; The Conference Board 


Department Store Sales: Bubble or Boom? 


EPARTMENT store sales, which were slipping 

through the winter and early spring, started to 

improve in May, and in July finally topped last Novem- 
ber’s peak seasonally adjusted rate. 

The declining trend in department store sales in 
early 1957 was partly masked by the industry’s cus- 
tomary practice of comparing sales with year-ago per- 
formance, rather than with the previous month season- 
ally adjusted. As the first half of 1956 was the poorest 
part of that year, slight gains were registered on a year- 
to-year basis in early 1957, even while sales were in a 
declining short-term trend. 

Despite the record seasonally adjusted sales volume 


in the first month of the second half, it may still be 
difficult to achieve large percentage gains in the rest of 
the year, as sales will be bucking a period when 1956 
department store volume had improved considerably. 
Seasonally adjusted sales in July, 1957, were 9% over 
the first quarter of 1956; they were only about 4% 
higher than the average sales rate in the last half of 
1956. And something like half of this gain reflects rising 
prices rather than increased volume (price increases of 
about 2% have occurred in the retail prices of house- 
furnishings and apparel, two major categories of depart- 
ment store volume). 

It is also possible that a significant part of the large 


Regional Trend of Department Store Sales 
Federal Reserve Districts: First quarter, 1956=100, seasonally adjusted 


Kansas San 


Minne- 


Dallas 


Month Boston | New York a Cleveland | Richmond 
1956 January..... 102.5 104.9 102.0 100.6 
ebruary 103.4 96.6 100.3 99.7 
March...... 94.2 98.4 97.7 99.7 
April gag tees 102.5 97.5 102.8 103.2 
Mayas. 55-4: 103.4 101.2 102.8 101.5 
I TETIG poo: 0 ea 105.3 104.9 105.4 101.5 
SUVS: eee ae 107.1 106.7 101.1 110.1 
August..... 109.0 107.6 105.4 104.0 
September 108.0 110.4 107.9 109.2 
October..... 105.3 103.0 100.3 101.5 
November...| 109.9 110.4 107.1 105.8 
December...| 107.1 106.7 106.2 104.9 
1957 January..... 100.6 109.5 102.8 101.5 
February....| 108.0 105.8 101.1 105.8 
March...... 101.6 105.8 105.4 103.2 
April....... 98.8 | 100.3 | 1028 | 100.6 
LUA Anes eee 103.4 105.8 105.4 101.5 
DUNC es 6 0. 101.6 107.6 110.5 100.6 
Sly sen ves 109.0 112.2 102.8 112.6 


Sources: Federal Reserve; Tui ConFERENCE Boarp 
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apolis City Francisco 
103.6 99.8 100.7 102.1 
96.4 96.5 97.9 97.4 
100.0 103.8 101.4 100.5 
100.0 101.4 101.4 102.9 
100.0 103.0 101.4 95.8 
101.8 102.2 105.6 99.0 
100.9 106.3 107.0 103.7 
103.6 107.1 104.2 102.9 
115.2 104.7 97.9 102.9 
92.0 100.6 94.4 102.1 
109.8 107.1 102.8 103.7 
110.7 104.7 105.6 102.9 
105.4 99.8 98.6 102.9 
101.8 98.9 99.3 99.8 
105.4 99.8 100.7 104.5 
100.9 98.9 95.1 99.8 
103.6 101.4 106.3 99.0 
104.5 102.2 113.4 102.9 
107.1 114.5 119.0 106.0 
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June-July increase in seasonally adjusted department 
store sales may result from inaccurate correction for 
seasonal factors; for the past several years, the July 
seasonally adjusted estimate of sales has risen consider- 
ably above the June level. This possibility is supported 
by the fact that the June-July changes by Federal 
Reserve districts this year more or less parallel the 
changes last year, thus suggesting that the district sea- 
sonals have “aged” somewhat. 

Over the past eighteen months, the regional pattern 
of department store sales has generally followed the 
national trend. In all twelve regions, July sales volume 
exceeded the level of a year ago and rose above the level 
prevailing in early 1956. Relative to early 1956, how- 
ever, the degree of improvement has varied significantly 


from district to district, amounting to about 19% in the 
Dallas district, and only 3% in the Philadelphia dis- 
trict. Suburban areas have continued to do better than 
downtown areas, as department store expansion into 
the suburbs has progressively siphoned off volume from 
parent stores. For the first six months of 1957, stores in 
downtown Boston recorded no change over 1956, while 
suburban stores had an average gain of 5%. Stores in 
downtown Baltimore recorded a decline of 5% over the 
same period a year ago, but the Baltimore area as a 
whole, including suburban stores, enjoyed a 9% in- 
crease. Similarly, stores in Miami proper recorded a 
negligible gain over a year ago; the Miami area as a 
whole experienced an average sales increase of 12%.— 


W. B. F. 


Future of Foreign Aid 


HAT foreign aid has a future seems to be no longer in 

doubt. The amounts, characteristics, distribution, and 
administration of the program will depend, however, on the 
answer to a number of questions that have not yet been 
resolved in current debate. 

There is growing consensus on a number of broadly stated 
propositions: (i) that the United States has an important 
interest in the economic growth of the underdeveloped areas; 
(ii) that the limited capacity of these areas to absorb addi- 
tional capital productively sets a relatively low ceiling on the 
size of any economic aid program which is conducted in a 
businesslike manner; (ili) that economic aid should be pro- 
vided without political obligations; (iv) that economic aid 
should be separated from military aid; and (v) that there 
should be a substantial measure of international administra- 
tion in future aid programs.! 

Each of these broad propositions is more nearly valid than 
its negative, but there is danger in the heat of public con- 
troversy of oversimplifying alternatives. Each statement con- 
ceals a number of involved issues which need a great deal 
more thought and study before serious men can be sure that 
they can confidently outline the future of foreign aid. Some of 
these issues can be suggested in the hope of stimulating 
further deliberation concerning them. 


Our Interests 


Is it in the interest of the United States always to foster 
economic growth in every country regardless of the circum- 
stances? It is usually asserted that our interest derives from 
the fact that in the underdeveloped countries some degree of 
economic growth is a necessary condition for political stability 
and the strengthening of democracy. If people’s aspirations for 
improvement of their lot are frustrated, they are likely to 
turn to violence and to extremist movements like communism. 

But if these countries achieve some growth, does this give 
any assurance that they will foreswear such movements in 
favor of democratic political forms? Although growth may be 
a necessary condition for political stability, is it always a 


1 M. F. Millikan and W. W. Rostow, “A Proposal: Key to a More 
Effective Foreign Policy,” Harper & Brothers, New York, 1957 


sufficient condition? Has the rather extraordinary economic 
growth of the Soviet Union fostered democratic tendencies in 
that country? Should we support economic growth in China 
and the European satellites? Some students of the subject 
reply in the affirmative. 

If, on the other hand, the answer is negative, is a line to be 
drawn only at countries which are already firmly communist? 
What about the case of Yugoslavia? Are there now or may 
there be in the future cases of countries in the Free World 
where the political process is developing in such a way that to 
support economic growth will weaken rather than strengthen 
the kind of political evolution of which we would approve? 
While it is hard to find actual cases of countries presently in 
the Free World of which this might be true, hypothetical cases 
can be imagined. How could they be recognized and what 
criteria could be attached to aid programs which would ex- 
clude them? If there are or may be such cases, are we really 
sure that we shall never want to apply “‘political obligations”? 


Capacity for Absorption of Capital 


With regard to the second proposition of a country’s ab- 
sorptive capacity for capital and the size of aid, can we be 
sure that the application of objective criteria of productivity 
will reduce all demands for economic aid to manageable levels? 
In general we can, because the capacity of the underdeveloped 
areas to absorb additional capital productively is rather 
severely limited. Two kinds of situations, however, may create 
difficulty. In the first place, in countries in which the absorp- 
tive capacity is very low because of shortages of entrepreneur- 
ship, labor skills, and administrative talent, certain large 
projects such as dams and irrigation works may still be carried 
out, although at great cost, by importing personnel along with 
capital. 

Such expensive projects can be excluded from assistance 
programs only by applying a requirement for eligibility that 
there must be a certain level of local participation in every 
enterprise—a condition desirable in any case on other than 
narrow grounds of economy. More thought must be given to 
how this condition can be stated so that it will be acceptable 
to the underdeveloped countries. 
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In the second place, the difficult question arises of when a 
country is to be regarded as having passed far enough out of 
the underdeveloped category to justify denial of further eco- 
nomic aid. Absorptive capacity gives no guidance here since, 
as development proceeds, the capacity to absorb capital ex- 
pands indefinitely. The proper test is whether the country has 
reached a growth stage where it is able to mobilize out of its 
own resources sufficient saving and investment to maintain a 
reasonable rate of expansion of per capita income. The prob- 
lem here is what criteria to use in deciding what rate of saving 
from its own income a country can reasonably be expected to 
achieve. This will depend on the political structure as well as 
on the economy of the country. Further work needs to be done 
on alternative methods of testing the adequacy of a country’s 
own efforts in its own behalf, 


Political Obligations 


The third problem, that of the wisdom and necessity of 
political obligations, is more complex than it is sometimes 
made to appear. Certainly economic assistance is not an 
effective instrument for securing from the government of an 
underdeveloped country short-term adherence to foreign 
policy positions preferred by the United States. But if the 
central goal of an economic-assistance policy is to foster the 
kind of political evolution abroad that is desirable to world 
security, do we not have to examine carefully the kinds of 
economic assistance under what conditions will have this 
effect? 

To some degree, the conditions for the economic produc- 
tivity of an investment will be the same as those applicable to 
assure a desirable political evolution. Such criteria as personnel 
selection by merit, the broadest participation in decision mak- 
ing, and encouragement of the maximum upward mobility of 
all classes can be justified on economic as well as political 
grounds. It is doubtful, however, whether economic criteria 
will suffice to exclude all situations in which aid programs 
might contribute to what from the American point of view 
would be an undesirable political evolution. Further considera- 
tion must be given to whether additional political criteria can 
be formulated in such a way as to be broadly acceptable to 
recipient countries, 


Economic and Military Aid 


With regard to the fourth proposition concerning the broad 
categories of aid, there is no question but that in the so-called 
“uncommitted countries” the economic aid program has 
suffered from being too closely identified in the minds of the 
“uncommitted” peoples with military aid. There is also a 
suspicion, on the other hand, that the programs in those 
countries where we are supplying military aid suffer from the 
opposite weakness—namely, that military and economic aid 
are not sufficiently interrelated. In many cases, the principal 
purpose of military aid is to permit a foreign regime to estab- 
lish conditions of reasonable peace and security within its 
borders by building an effective constabulary force. The ulti- 
mate sources of instability and discontent are, however, in 
many cases economic and political. In such cases, the constab- 
ulary will be a very much more effective stabilizing force if it is 
given constructive economic and social functions as well as 
strictly police functions. 

American military aid has too frequently been administered 
without sufficient recognition of these constructive possibili- 
ties. These possibilities are likely to be recognized only if, in 
these areas, military and economic assistance are administered 
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by the same organization. Thus the central problem is to 
institute programs of military and economic assistance which 
are sufficiently separate in policy and concept to quiet the 
fears of the uncommitted countries and sufficiently integrated 
in administration to provide maximum progress toward objec- 
tives in countries where both forms of aid are required. 


International Administration 


The final problem of national versus international adminis- 
tration of aid is closely dependent on all of the considerations 
thus far presented. If economic growth anywhere were always 
in our interest, and if there were few if any situations in which 
political criteria would have to be added to economic ones, a 
strong case could be made that international administration, 
if efficient, would be in the American interest. Conversely, if 
there are a large number of situations in which both the 
magnitude and the character of assistance programs must be 
influenced by wise judgments about the impact of such pro- 
grams on the political process, it is much more doubtful 
whether international administration would secure the desired 
results, 

This question is illustrated nicely by the problem of admin- 
istration in countries where the United States has major 
responsibilities for military assistance. Military assistance 
presumably cannot be internationalized. Is it more important 
for economic assistance to these countries to be internationally 
administered, or is it more important for such assistance to be 
administered jointly with military assistance in such a way 
that the effect of both types is maximized? 


Conclusion 


The complexities underlying these five stated and discussed 
propositions can be reduced to some extent by considering 
their opposites as completely invalid. We can reject as ac- 
ceptable concepts of American foreign aid any of the following: 
(i) that the United States has no interest in the economic 
growth of the underdeveloped areas; (ii) that if we undertake 
development assistance there is almost no limit to what we 
could be asked to spend on it; (iii) that we should use economic 
aid for short-term political purposes; (iv) that economic aid 
should be given only for military purposes; or (v) that we 
should handle our aid programs strictly bilaterally with no 
effort to put them into a multilateral framework. 

In any case, the problems of the future of foreign aid are 
sufficiently extensive that they should stimulate full discussion 
and careful consideration of propositions which can be ac- 
cepted with few reservations by the majority of the American 
public.—By Maz F. Millikan in The Scientific Monthly for 
August, 1957. Mr. Millikan ts professor of economics and direc- 
tor of the Center for International Studies at Massachusetts 
Institute of Technology. 
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Climate and Economic Development in the Tropics—Exam- 
ines the question of whether a hot tropical climate is associ- 
ated with underdeveloped areas and a temperate climate 
with more developed ones. By Douglas H. K. Lee. Harper & 
Brothers, New York, 1957, 182 pages. $3.50. 


The Sterling Area in the Postwar World—“A study of the 
internal working during the postwar period of the monetary 
union . . . knownas the Sterling Area.” By Philip W. Bell. 
Oxford University Press, London, 1956, 478 pages. $10.10. 


TREND OF PROFITS 


A look at the squeeze on earnings, and its implications 


HE SUMMER of 1957 has done very little to 
[ees up the fog that settled over business condi- 
tions early in the year. In fact, the fog seems to 
have been thickened by the wave of statistical revisions 
that has rolled out of Washington in the past two 


months.! 
As of late summer, it remains difficult to locate any- 


thing meriting the word “trend,” with the exception of 
an improvement in retail sales of soft goods, and the 
further rise in interest rates, with its parallel in the 
decline in the prices of securities. In production, employ- 
ment, and national spending, the uncertain fluctuations 
of the first half appear to have continued through the 
summer and into the early fall. No prediction can have a 
high probability associated with it under these hazy 
conditions, and large numbers of forecasters have ac- 
cordingly submerged to periscope depth, to observe the 
scene in undisturbed silence. 


Both Bears and Bulls 


It now appears more likely than it did three months 
ago that neither bulls nor bears on the American econ- 
omy for the last half of 1957 will have much to point to 
in the way of conclusive confirmation. The “fourth- 
quarter pickup” is still a largely undocumented hope, 
based mainly on the possibility of a sharp revival in the 
automobile market in the late fall, now somewhat sullied 
by the weak performance of automobile sales them- 
selves in recent months. In the housing market, too, the 
hopes of spring have lost some of their conviction. 
Changes in the down-payment provisions on FHA- 
financed homes have made it easier for the prospective 
buyer to meet this condition of the sale. But to the 
extent it does this, it increases the buyer’s dependence 
on mortgage funds, and the 14% increase in the allow- 
able rate on FHA mortgages now looks unimpressive 
indeed in the light of what has happened to yields on 
other investments. Finally, inventory demand has re- 
mained a stubbornly neutral element in the outlook; the 
trend in inventory itself has hardly uncovered any real 


? For a quick scanning of the more important of these revisions, see 
“The Revised First Half,” elsewhere in this issue 


shortages that would require aggressive restocking later 
this year. 

At the same time, there has been nothing like a de- 
cisive weakening in capital goods or construction, and 
despite the best efforts of the Defense Department to 
control spending, federal outlays can scarcely decline in 
the remainder of calendar 1957. The rest of the year is 
thus more likely to develop useful information about the 
setting of 1958 than any important trend of its own. 


Up in Retail Trade? 


In the hailstorm of revisions that struck business 
analysts in July and August, one at least seems to merit 
close inspection. According to the latest estimates of the 
Department of Commerce, retail trade has expanded 
notably in the past three months, after adjustment for 
the usual seasonal influences. In July, the preliminary 
figure puts retail sales at a new peak, significantly above 
the average level prevailing in the first half of the year. 
Department store sales also rose to a conspicuous peak 
in July, and the trend of these synthetic statistics was 
soundly confirmed by a very satisfactory performance 
on the part of individual chain stores in a variety of 
merchandise categories. 

The spring and summer expansion of retail volume 
carries with it some wistful recollections of the upturns 
that terminated the “lull in inflation” of 1951-1952 and 
the recession of 1954; and the fact that both these 
earlier revivals occurred in precisely the same months 
seems to fortify the comparison. Unfortunately, the 
analogy is still much less than perfect (although it may 
improve with time), even within the retail trade statis- 
tics themselves. And the environment surrounding re- 
tail trade is different, and on the whole possibly less 
favorable, than it was in either of the two earlier 
periods. 


Look of Inventory Then and Now 


In April of 1952, retail sales were suddenly hyper- 
stimulated by the end of regulation W, which for 
eighteen months had been bottling up the use of instal- 
ment credit while personal incomes were in a sharp 
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Quarterly Return on Investment of Manufacturing Corporations in Selected Industries 
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Capital Expenditures vs. Net Inflow of Corporate Funds from Internal Sources 
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ascent. In the second quarter of 1952, sales of durable 
goods rose conspicuously; they slackened in the ensuing 
quarter, owing largely to the 1952 steel strike, and then 
soared into a new record by late in the year. It was this 
credit-durables boom, combined with the steel strike 
and reversal of inventory policy, that precipitated the 
1952-1953 business expansion. 

In 1954, the behavior of personal spending itself was 
not sharply different from its current behavior, although 
the volume of durables sales rose slowly and steadily in 
that year, while it appears to be declining slowly and 
steadily in 1957. By the third quarter of 1954, total 
personal outlays had risen about $8 billion above their 
rate in the last quarter of 1953; about $4 billion of this 
increase was in services, $3 billion in soft goods, and $1 
billion in durables. Currently, total outlays have evi- 
dently risen a little more than $8 billion above their rate 
in late 1956; durables have slackened, and the increase 
in nondurables spending has been more rapid than in 
services, 

More significant than these modest differences in the 
composition of retail trade is the accompanying stage of 
the inventory cycle. By the third quarter of 1954, inven- 
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In 1955, the sudden expansion of corporate profits brought the net in- 
flow of corporate funds in line with capital outlays. Since then, however, 
plant and equipment spending has risen sharply above the stable level of 
retained earnings plus depreciation 


Sources: Department of Commerce. Quarterly figures for deprecia- 
tion and corporate plant and equipment expenditures estimated by 
The Conference Board. All data seasonally adjusted, at annual rates 


tory had been draining out of the business system for 
fully a year; retail inventories themselves were in a 
slight decline from about September, 1953, to August, 
1954. At mid-1952, total inventories of civilian goods 
had been declining for several months, and retailers’ 
inventories had fallen sharply. In the third quarter of 
1957, inventory liquidation on any significant scale has 
yet to begin, either in manufacturing or at the retail 
level. 

This is not to dispense altogether with the upturn in 
retail volume which now appears in the official statis- 
tics. But it invites attention to the possibility that the 
recent expansion in sales is occurring in less stimulative 
areas, and in an environment that may itself be less 
easily stimulated, than in either 1952 or 1954. If a higher 
rate of consumption is to turn business psychology into 
clearly bullish channels, it may be that hard-goods 
volume will have to demonstrate more strength than 
has been evident in recent months. 


Profits and Margins 


In late 1956, one of the aspects of 1957 on which fore- 
casters were in almost universal agreement was the 
trend of profits. By all indications, corporate earnings 
appeared to be heading into strong resistance in the 
form of rising costs and competitive markets. Those who 
also expected (on other grounds) declines in production 
rates and a further rise in interest rates, which actually 
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occurred in the first half, would have put the case for a 
decline in profits even more strongly. 

The profits data now available for early 1957 suggest 
that the forecasts were just barely right in direction, but 
definitely right in their emphasis. Revised figures for the 
first quarter, and freehand estimates for the second 
quarter, suggest that total corporate earnings were de- 
clining slowly in the first half from their peak of late 
1956, but (at least in the first quarter) were still above 
the levels of early 1956. Among manufacturing corpora- 
tions, profits after taxes in the first quarter were 3% 
higher than in the first quarter of 1956: sales and book 
investment were 7% higher; the return on sales and 
investment thus declined slightly. 


Industry Variations 


Of the twenty-three manufacturing industries cov- 
ered by the SEC’s quarterly survey of manufacturing 
corporations, fourteen showed lower earnings in the 
first quarter of 1957 than in the first quarter of 1956. 
Of these fourteen, nine enjoyed a higher volume of 
sales in 1957 than in 1956; for the other five, earnings 
fell faster than sales. All fourteen showed a lower return 
on sales in 1957 than in 1956. In eleven of the fourteen 
industries, invested capital was higher in early 1957 
than in early 1956; for the other three, earnings fell 
faster than book investment. All fourteen thus experi- 
enced a decline in return on investment. 

Among the nine industries whose profits were higher 
in the first quarter of 1957 than in the first quarter of 
1956, all enjoyed increases in sales. In five industries— 
transportation equipment excluding automobiles, motor 
vehicles and equipment, electrical machinery, machinery 
(except electrical), petroleum refining—the increase in 
sales was considerable, but generally not so large as the 
increase in profits, and all but one of the five showed a 
higher return on sales than in 1956. The remaining four 
industries showed moderate increases in both sales and 
earnings, and little change in return on sales. Of the nine 
industries with higher profits in 1957, seven showed a 
higher rate of return on investment. 

While the general rate of return on sales and invest- 
ment was not markedly different in early 1957 from 
what it was in early 1956, the disparity in the experience 
of manufacturing industries is suggestive. According to 
the studies of the National Bureau of Economic Re- 
search, corporate profits are a leading statistic, and the 
percentage of companies experiencing increasing profits 
has characteristically declined well before peaks in ag- 
gregate profits, which in turn have preceded peaks in 
general business conditions. 

Whether what is happening to profits currently is 
important evidence of a turning point in general busi- 
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ness conditions is very much an open question. But it is 
clear that any significant decline in the rate of earnings 
would tighten an already tight financial squeeze on 
corporations. 

In early 1957, earnings of all corporations were 
slightly higher than in early 1956, on both a before-tax 
and after-tax basis. While they were slightly below the 
rate of earnings in the last quarter of 1956, they were 
higher than their average rate in 1956, or for that matter 
any other year on record.! Moreover, depreciation al- 
lowances have been rising about $1.5 billion per year in 
recent years. The gross generation of corporate income 
(profits after taxes, plus depreciation) in early 1957 is 
thus running roughly $10 billion more than in 1954, and 
about $5 billion more than in 1956. Part of this rise in 
the gross inflow has been directed into dividends; but 
even after dividend payments, the net internal genera- 
tion of corporate funds (retained earnings plus deprecia- 
tion) in early 1957 still compared very favorably with 
the past. 


Rising Needs for Corporate Funds 


On the other hand, the requirements for corporate 
funds have been rising sharply too—particularly re- 
quirements arising from the advance in corporate spend- 
ing on plant and equipment. 

In early 1955, the expansion of corporate earnings 
brought the rate of net inflow of corporate funds to a 
level considerably above the rate of spending on plant 
and equipment. By late 1955, capital spending had 
caught up with the funds flow, and since then it has 
surged steadily ahead. The boom in plant and equip- 
ment outlays has evidently emerged onto a plateau, but 
the plateau itself appears to be considerably above the 
“normal” level indicated by the long-term relationship 
of capital spending to net inflow.’ 

The extraordinary demand for funds arising from this 
situation is, of course, one of the more important pres- 
sures on the money market. In early 1957, corporate 
securities were being issued at a rate more than 50% 
higher than in the same period of 1956; new money 
specifically for plant and equipment was being raised at 
a rate 65% greater. Short-term debt of corporations has 
also risen over the past year.*® Despite both the higher 
rate of securities issuance and the further increase in 
short-term debt, corporations have had to reduce their 
liquidity further to accommodate the expansion in their 
requirements for funds. At the end of the first quarter, 


1 Except 1950, on an after-tax basis 

2 For a chart of the relationship of profits after taxes and plant and 
equipment spending in the years 1929-1951, see The Business Record, 
March, 1952, p. 84 

3 The rise in short-term debt is largely a reflection of rising inven- 
tories. Both outstanding business loans and business inventories have 
risen more slowly in 1957 than in 1956 
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the ratio of cash and governments to current liabilities 
of all corporations was 9% lower than in early 1956; for 
all manufacturing corporations it was about 15% lower. 


Ceiling Scrapes for Money 


This is a considerable oversimplification of the com- 
plexities that face corporate treasurers under today’s 
intense financial strains. But it supplies some of the 
framework for understanding the kinds of consequences 
that tight money can have under the special conditions 
of 1957. The business sector (as defined in the national 
accounts) has been bumping along a money ceiling at a 
time when it is running at a net investment rate of about 
$20 billion annually. Any significant reduction in its 
earnings would increase this net investment gap—that 
is, it would increase the dependence of business on 
external sources of funds, at a time when the price of 
such dependence has risen sharply. This amounts to 
saying that a decline in profits might now be accom- 
panied by a decline in the rate of plant and equipment 
spending not only because of its effects on the expecta- 
tions of businessmen, but also because it would repre- 
sent a reduction in the capacity of the business sector to 
finance such expenditures. 

The same set of facts and figures may also shed some 
light on the unhappy mood of Wall Street during 
August, particularly in the weeks following Mr. Martin’s 
determined stand on tight money before the Senate 
Banking Committee in early August. During August, 
the securities market seems to have come to certain 
conclusions about the kind of inflation being experienced 
in 1957, and the outlook for security prices when this 
inflation is fought with monetary weapons. 


If the Squeeze Continues 


In large numbers of industries, there is little evidence 
of the “scarcity” that is usually associated with periods 
of inflation. Large numbers of industries, in fact, are 
having their hands full maintaining their selling prices 
in view of the general abundance of their product.! 

If their margins are squeezed, as many of them are 
now, they must borrow more, or raise more equity 
capital, or curtail their spending. Tight money has made 
a continuing dependence on the first of these alterna- 
tives much more costly than at any time in the postwar 
period; the second alternative has been relatively unat- 
tractive for years, because of the very high tax rate on 

1 As reported in The New York Times of August 5, Mr. Martin 
argued that in some sectors of the economy, goods are being held off 
the market to await better prices, or to await a rise in demand that 
would increase sales at current prices—in other words, to forestall a 
drop in prices. Whether this condition is very general is not at all clear. 
The rate of inventory accumulation in manufacturing industries is 


certainly too slow to suggest that goods are being produced and held 


off the market in any sizable vol ion i 
Red cei tain y sizable volume, and production itself has de- 


the earnings required to pay dividends. The third alter- 
native may be temporarily satisfactory for the individ- 
ual company. But if many companies take refuge in a 
curtailment of spending, it raises the possibility that the 
profits of all companies will be hit by general recession. 
While all of this is a rather elongated chain of reasoning, 
its relevance to the securities market seems to have been 
clear enough to investors in August. 


ALBERT T, SOMMERS 
Division of Business Analysis 


Later Data on Pension Funds 


Assets in corporate pension funds totaled $28.9 billion at the 
end of 1956, more than twice the sum accumulated just five 
years earlier and an increase of $3.6 billion over the previous 
year. For noninsured plans, the Securities and Exchange Com- 
mission provides data on type of assets, while for insured plans 
a breakdown of reserves may be approximated by assuming 
that they are distributed in the same way as total assets held 
by life insurance companies. These two series are shown sepa- 
rately and in combination in the accompanying table for 1956 
and 1951. They bring up to date the figures on assets in 


WHERE PRIVATE PENSION FUNDS ARE INVESTED 
Percentage distribution; end of year 


Noninsured Plans| Insured Plans! 


All C te 
Type of Asset Puesicn Winds 
1956 1951 1956 1951 1956 1951 
U. S. Government 
BECUTILIES «0 me sis os 11.3 24.1 13.8 31.6 1 Gd 
Corporate bonds..... 47.0 41.9 52.3 45.4 89.7 38.1 
Corporate stocks..... 16.6 9.8 26.1 15.8 3.7 3.3 
Mortgages.......... 15.4 13.6 1.47 20.4; 34.4 28.3 
Others. Ae 9.8 10.6 64 7.2 14.3 14.3 
Total Seer ae crere nee 100.0 100.0 100.0 100.0 100.0 100.0 


Millions of dollars. .} 28,914 18,276|16,639  6,876)12,275 6,400 


2 Total assets of United States Life Companies ($68.3 billion in 1951 and $96.0 
billion in 1956) were distributed in this manner. It is assumed that the same break- 
down is applicable to the portion of assets accounted for by pension reserves 

n.a.—Not available 
Sources: Securities and Exchange Commission; Institute of Life Insurance; Tux 
ConFERENCE Boarp 


private pension funds shown in table 2 of the note on “Pension 
Growth Documented,” in The Business Record for March, 
1957 (page 129). 

At the end of last year, 64% of private pension-plan assets 
were invested in corporate bonds and stocks as compared with 
52% so invested five years earlier. United States Government 
securities, on the other hand, amounted to only 11% of total 
assets in 1956, less than half their proportionate share in 1951. 
Wide differences are evident between the types of investment 
of the two groups of plans.—Sources: Securities and Exchange 
Commission, “Corporate Pension Funds, 1956,” Statistical 
Series Release No. 1474, August 16, 1957; Institute of Life 
Insurance, Life Insurance Fact Book, 1957.—M. I. C. 


BUSINESS RECORD 


$$ Consumer Prices Higher Still in July 


% The upward trend of retail prices was carried over into the 
second half of 1957 as consumer prices continued to rise in 
July. According to THE ConFERENCE Boarp’s consumer price 
index, retail prices rose 0.8%. This increase brought the all- 
items index for the United States to 104.8 (1953 = 100), which 
was 2.6% above the year-ago level. 

The purchasing value of the consumer dollar fell 0.3 cent in 
July in its decline to 95.4 cents (1953 dollar 100 cents). 
This was 2.6 cents below the value of the July, 1956, dollar. 

A continued increase in the cost of food was the primary 
reason for the July rise. The food index was 0.8% higher, 
sundries were up 0.5%, and,transportation rose 0.1%. Housing 
and apparel costs remained at their June, 1957 levels. Al- 


seasonal increases ranging from 1.0% to 3.3%, rose a relatively 
slight 0.5% in July. Up 1.1%, the dairy products and eggs in- 
dex rose for the first time in eight months, in the course of a re- 
versal in the price of eggs, which rose 3.5% in July. Cereal and 
bakery products were 0.3% higher, with bread and flour both 
up slightly. The “other food” group remained unchanged over 
the month, the declines in coffee and fats and oils canceled by 
higher prices for tea and sugar. 


The Nonfood Groups 


Sundries, with an advance of 0.5%, had the largest increase 
among the otherwise rather stable nonfood groups. The rise 
here principally reflected an increase of 1.2% in the cost of 


The Conference Board’s Consumer Price Index—United States Cities Over 50,000 in Population 
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All Food ace Tr ao ia : lien 
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though three of the five major areas of consumer spending that 
constitute the retail price index recorded increases over the 
month, the general uptrend of prices appears to be losing some 
of its momentum. Price differences between July and the cor- 
responding month a year ago were smaller than in any of the 
three preceding months. For May, June and July, when 
seasonal upswings generally bring the largest price advances 
of the year, there was a combined increase of 0.9% in 1957 
as compared with 1.1% in 1956. 


Food Moving Towards Peak 

The seasonal upward movement of food prices continued in 
July, however with less force than in preceding months. The 
meat, fish and poultry index advanced 1.6%. The largest 
increase came in beef (1.9%), followed by pork and poultry 
(each up 1.7%). Fruits and vegetables, which had registered 
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alcoholic beverages and tobacco and one of 0.5% in medical 
care charges. 

Higher public transportation costs, which more than out- 
weighed weak new-car prices, brought a slight advance in the 
transportation index. 

The remaining two nonfood groups were unchanged over the 
month. Higher rent, electricity and household operation 
charges balanced lower fuel and housefurnishings prices in the 
housing index. Underlying the stability of the apparel index 
were slightly lower prices for women’s clothing and higher 
charges for dry cleaning and shoe repairs. Men’s apparel costs 
remained unchanged. 

Compared with a year ago all components were higher: 
transportation was up 3.5%, sundries 2.9%, food 2.7%, housing 
2.6%, and apparel 1.2%. 

—H. B. J. 


423 


INFLUENCE OF NEW ORDERS ON SALES 


ing companies—particularly durables manufac- 

turers—is considered one of the best available 
indicators of general business conditions. New orders 
statistics appear in virtually all collections of significant 
or “leading” economic series; they are among the eight 
such series selected by the National Bureau of Economic 
Research for their reliability and conformity to the pat- 
tern of general business conditions. Since new orders by 
their nature precede production activity, they are con- 
sidered to provide significant clues to the course of 
industrial activity. 


ike RATE of new orders placed with manufactur- 


RECENT PERFORMANCE 


Since late 1956, the rate of new orders in durable 
goods manufacturing industries has fallen about 7%. All 
the major industrial subcomponents within the durable 
goods totals have experienced declines during this 
period. In the fourth quarter of 1956, the aggregate rate 
averaged above $15 billion per month; in the months 
from March to June, 1957, it was below $14 billion. 

On the other hand, sales of durable goods manufac- 
turers have shown little change since late 1956. They 
averaged somewhat above $14 billion in the last quarter 
of 1956 and that was where they were in the second 
quarter of 1957. 

Starting in January, 1957, the rate of new orders has 
run consistently below the rate of sales, and backlogs 
have turned down significantly. Unfilled orders of dur- 
able goods manufacturers have been reduced by about 
$4 billion in the first half of 1957.1 

The level of unfilled orders nevertheless remains sub- 
stantial; as of the end of June, 1957, unfilled orders were 
approximately four times the monthly sales rate of dur- 
ables manufacturers. This ratio of unfilled orders to 
sales represents a rough measure of the average time 
elapsed between receiving an order and filling it. How- 
ever, this interpretation of the ratio is necessarily loose; 
it will change not only because of changes in the volume 
of incoming business, but also because of changes in the 
composition of incoming business, as between long-lead- 
time goods (such as ships, or complex industrial equip- 


‘In part, this reduction reflects the cancellation of some defense 
orders, owing to the rescheduling of several armaments programs. 
er declines in backlogs may result, if present plans to hold 
defense spending to a $38-billion annual rate in fiscal 1958 are effec- 
tuated. New orders are reported by the Commerce Department on a 
“net” basis—that is, net of cancellations. The influence of cancella- 
tions on backlog statistics thus takes the form of a reduction in the 
volume of new orders 
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ment) and short-lead-time goods whose manufacturing 
cycle is much shorter. The direct relationship of back- 
logs to sales, while certainly very useful, is often difficult 
to interpret. 


A COMPLICATED RELATIONSHIP 


To explore this complicated relationship, a series of 
correlations has been run between sales, as the depend- 
ent variable, and new orders, as the independent vari- 
able. These correlations are simply efforts to put in 
numerical form the known fact that sales in durables 
industries reflect new orders. When these variables were 
correlated on a current-month to current-month basis, 
the coefficient of correlation (that is, the degree of rela- 
tionship between the two series) was found to be .76. 

However, since new orders presumably lead sales, a 
higher degree of association should be expected when the 
correlation is run, not on a month-to-month basis, but 
with new-orders statistics leading sales by one or more 
months. This procedure simply reflects the fact that in 
durable goods industries an order placed in the current 
month is seldom translated into a sale in the same 
month. When total durables new orders and sales were 
correlated with varying time relationships, it was found 
that for the durables industries as a group the closest 
relationship existed when new orders were leading by 
two months. The coefficient of correlation thus found 
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Calculated Sales and Actual Sales for Durables Manufacturing 


BILLIONS 
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i952 1953 1954 
See text and table, page 427 


was .82; the standard error of estimate was $756 
million.! 

For a comparison of these measures under varying 
conditions of leads in new orders, see the table and 
chart. The chart shows the coefficients of correlation 
yielded when new orders are treated with various leads, 
relative to sales, for all durables manufacturing indus- 
tries combined, and for four major subindustries. For 
total durables (as well as for several of the component 
industries), it will be noted that the correlation reaches 
a peak under conditions of an assumed two-month lead 
in new orders; but that it is relatively high for the 
several months surrounding the two-month peak. This 
suggests that while new orders two months earlier have 
a considerable importance on the current volume of 
sales, new orders in other preceding months also have 
significance. 


WHEN DEVIATION WAS NOTABLE 


Accordingly, an equation was developed which ex- 
presses sales volume in terms of new orders in the cur- 
rent month and in the three preceding months. On the 
basis of the multiple regression equation thus developed, 
calculated sales figures were derived for each month 
from 1952 to date. (See chart that shows actual and 
calculated sales during this period.’) 

With a few exceptions, the sales figures calculated 
from the regression equation pursue a course generally 
comparable to the actual sales data as estimated by the 
Department of Commerce. However, the two series de- 
parted very notably in 1952, when calculated sales ran 
substantially higher than actual sales in the first three 
quarters of the year. During this period, the calculated 
sales deviated from actual sales by amounts ranging 
from $1.2 billion to $2.4 billion monthly. 

This very large departure apparently reflects a sub- 
stantial change in the mix of new orders during this 
period, when defense orders were being placed in ex- 
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tremely heavy volume and civilian ordering rates were 
suffering from an important inventory correction. As a 
result, the average lead time of durable goods being 
ordered in this period was much longer than in the other 
years included in the base of the regression formula, and 
actual deliveries against the orders were delayed much 
more than the usual lag between orders and sales. 

This interpretation is more or less borne out by the 
fact that in the ensuing two years—that is, 1953 and 
most of 1954—actual sales ran moderately but per- 
sistently above the level indicated by the regression 
formula; defense goods ordered perhaps as much as a 
year ago were then being reflected in shipments. 


OTHER INSTANCES 


A similar but much smaller pair of offsetting de- 
partures appears in the periods running from late 1955 
to early 1956 and from the fall of 1956 to date. In late 
1955 and early 1956, calculated sales again ran mod- 
erately above actual sales, probably because of delays in 
shipment resulting from scarcities of such heavy mate- 
rials as steel plate and structurals. It is also probable 
that a change in the mix of orders was again occurring in 
this period, with the percentage of orders of such long 
lead-time items as capital goods rising as a proportion 
of total orders. Just as the departure of actual from 


1 The value of the standard error of estimate is an indication of the 
significance and usefulness of the relationship between the two vari- 
ables being correlated. The standard error is expressed in the same 
units as the original values. Given a normal distribution of deviations 
about the line of relationship, 68% of all values will fall within a range 
of plus or minus one standard error; 95% will fall within plus or minus 
two standard errors; and 99.7% will fall in plus or minus three 
standard errors 

2 The regression equation is as follows: 

X, = 4,905 — .0167X_ + .1853X3 + .2590X,4 + .2375X, 
X, = Sales (current month) 

X, = New Orders (current month) 

X; = New Orders (current month minus one) 

X, = New Orders (current month minus two) 

Xs; = New Orders (current month minus three) 
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Influence of New Orders Upon Sales 
in the Durable Goods Industries Assuming Various 
Leads of Orders Over Sales 
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calculated sales in 1952 was unraveled, so to speak, in 
1953 and 1954, so the much more moderate departure of 
late 1955 and early 1956 is apparently being unraveled 
currently. 

To put this effect into more concrete terms, one is led 
to believe that the rate of deliveries in 1957 has been 
maintained somewhat better than the calculated sales 
figures indicate, because of shipments made against 
orders placed many more than four months earlier. 

The general fit of the calculated sales to actual sales 
would doubtless have been improved by eliminating 
1952 from the base of the calculations. Nevertheless, 
even including 1952, the coefficient of correlation 


yielded by the multiple regression formula is somewhat 
higher than the correlation yielded by any single-month 
new orders. The reliability of the estimates, as measured 
by the standard error of estimate, was also increased 
when four months’ orders were taken in combination. 
Extending the multiple regression equation to months 
still further back from the sales data would doubtless 
improve the correlation further, but at the cost of con- 
siderably more calculations. 


INDIVIDUAL INDUSTRY PICTURES 


An accompanying chart shows the several coefficients 
of correlation obtained when new orders and sales are 
correlated with various assumptions as to the lead of 
new orders over sales. For all durables industries com- 
bined, it was noted that the maximum correlation was 
achieved with the assumption that new orders led sales 
by two months; or, to put it the other way around, 
that sales in any given month are influenced most by 
new orders in the second preceding month. For the ma- 
chinery industry, the relationship was relatively low for 
the current and first preceding month: here new orders 
placed two, three, and four months ago have the greatest 
effect on current sales. Even the fifth and sixth months 
retain an important influence on sales. 

On the other hand, in the primary metals industry, 
current month’s new orders appear to have the highest 
significance for current sales; the correlation between 
new orders and sales declines fairly sharply when the 
lead of new orders is considered to be more than one 
month. In fabricated metals, sales in a given month 
seem to be most influenced by new orders in the preced- 
ing month—that is, on the assumption of a one-month 
lead of new orders over sales. 

For transportation equipment, the pattern appears to 
be significantly different. Although the highest associa- 
tion between new orders and sales was attained with a 
two-month lead, the correlation coefficient was only .42 
at its peak. The relatively low correlation between new 
orders and sales on any basis for the transportation 
equipment industry probably reflects the erratic change 
in the industry’s mix owing to its heavy participation in 
defense business. Rough estimates indicate that approx- 
imately 80% of transportation equipment backlogs now 
consist of aircraft orders. Of these aircraft orders, about 
70% are for military aircraft and guided missiles, and 
the remaining 30% are for commercial planes. For this 
reason, new orders flowing into the industry may have 
an influence on sales considerably more than six months 
after the month in which the order is placed. 

Taken together, the calculations presented here sug- 
gest that, in general, the actual sales of durable manu- 
facturers can be estimated from the volume of new 
orders in the preceding four months. However, individ- 
ual durables industries within the total vary consider- 
ably with respect to the influence of new orders on 
future sales, and changes in the mix of orders as between 
industries thus affects the accuracy with which calcu- 
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lated sales follow the pattern of actual sales. A forth- 
coming article in The Business Record will present a 
series of calculated sales for each of the major industries 
within the durables manufacturing total. 


A Note on the Data 


Last month, the Department of Commerce issued revised 
statistics on sales, new orders and backlogs of manufacturing 
industries back to January, 1953. No change in concept or 
methodology was involved in the revision, which simply re- 
based the statistics to more recent available bench marks. 

Although changes in a few of the durables goods industries 
appeared to be sizable, the effect of the revisions on the level 
and trend of aggregate durable statistics was not highly sig- 
nificant. The total change in durable goods sales for the entire 
four-year period 1953-1956 amounted to about $360 million. 
Sales of the primary metals, fabricated metals and machinery 
industries were revised upward, but these upward revisions 
were offset by a very substantial reduction in the estimates of 
sales by the transportation equipment industry. 


Total Durables Manufactures: Old and Revised Series 
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In the same four-year period, new orders of durables manu- 
facturers were revised upward almost $2.5 billion. Orders of 
the machinery industry were revised sharply upward, while 
orders for transportation equipment were substantially re- 
duced. The level of unfilled orders in durable goods industries 
was hardly revised at all in 1953 and 1954. For 1955, the level 
of backlogs was raised by about $1 billion, and in 1956 by 
about $1.5 billion. 

The data used in the accompanying calculations are the 
earlier, unrevised figures. An accompanying chart compares 
the revised new orders, sales and unfilled orders data with the 
original statistics available at the time the calculations were 
made. Regression calculations for new orders and sales in total 
durables industries and in some of the component industries 
will be presented in forthcoming issues on the basis of the 
revised data, but it is doubtful whether it will significantly 
alter the relationships appearing in the original data. 


The following table summarizes various of the measures 
described in the article for all durables industries: 


Standard Error Coefficient of 

Regression Equation of Estimate Correlation 
(1) X, = 5,814 + .5362X_ $1.2 = 850 r12 = 0.763 
(2) Xi = 5,608 + .5547X, $1.3 = 803 r13 = 0.792 
(3) Xi = 5,383 + .5744X, $1.4 = 756 rl4 = 0.819 
(4) Xi = 5,410 + .5734X5 $1.5 = 769 rl5 = 0.812 


(5) Xi: ='4,905— .0167X2 + 
.1853X3 + .2590X4 + 
2375 Xs $1.2345 = 709 R1.2345 = 0.845 


(1) summarizes calculations of current sales and current new orders. 

(2) summarizes calculations when new orders lead sales by one month. 

(8) summarizes calculations when new orders lead sales by two months. 

(4) summarizes calculations when new orders lead sales by three months. 4 

(6) summarizes calculations when new orders for the current and three preceding 
months are related to current sales. 


The first column shows the regression equations for the rela- 
tionship between new orders and sales in the total durable 
goods industry. On the assumption that the relationship is 
linear the equations on lines (1) through (4) are of the type 
Y=a+bX. The estimating or regression equation shown in 
line (4) is for a single dependent variable and four independent 
variables taken in combination. 

The reliability of estimates of these equations are shown in 
the second column. If only a single dependent and independent 
variable is used the value of the standard error of estimate 
is at a minimum when new orders lead sales by two 
months, line (3). This value is further reduced, and the relia- 
bility increased, when the effect of new orders for four months 
(Xe, Xs, X4, and Xs) are considered concurrently (line (6) ). 

The last column reviews all the coefficients of correlation. 
The values for the relationship between a dependent and inde- 
pendent variable are designated, r12, r13, r14 and r15. The 
subscripts refer to the two variables being related. The value 
r12 is the coefficient of correlation of current sales (Xi) when 
it is related to current new orders (Xe). The maximum corre- 
lation coefficient is shown on line (5). The symbol here is 
R1.2345 to indicate that the multiple correlation coefficient 
takes into consideration all four independent variables. 


HYMAN STEINBERG 
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ETAIL PRICES of housefurnishings have ad- 
R vanced within the past year, as have the prices of 
most other consumer items. But this rise in 
housefurnishings has been going on only since July, 
1955, in contrast to generally rising prices since 1951 in 
housing, transportation and sundries. Does this rela- 
tively laggard rise in housefurnishing prices reflect a 
fundamental change in conditions in that market area? 
Or are there only temporary stimuli at work? As far as 
housefurnishings are concerned, was the amount of 
scare buying during the Korean war great enough to 
have inordinately depressed the market for the years 
1951-1955? Or was it rather that manufacturers over- 
estimated the size and shape of the market during those 
years and by overproduction brought about sagging (or 
at least nonbuoyant) prices in an otherwise booming 
market? Or was still some other factor at work? 
The answers to these questions are not easy to find, 
but the very raising of the questions may be useful. But 
even more useful, at this stage, may be a discussion of 
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the background of this particular market area. No 
single commodity exists as “housefurnishings’—the 
term is only a handy way for statisticians to present 
their figures. The term embraces many items and many 
markets. Durable items, such as vacuum cleaners, are 
included as well as many nondurable items, such as bath 
towels and sheets. Items of small expense such as sauce- 
pans and window shades are part of the housefurnish- 
ings total, as are items like refrigerators and washing 
machines involving relatively large outlays. As to dura- 
bility, some items (e.g., bedroom suites) may last over 
much of the buyer’s lifetime. But a broom or a dust mop 
may require frequent replacement. 

No separate price patterns are evident for the durable 
and nondurable goods components of housefurnishings. 
In the recent rise, prices first strengthened for floor 
coverings, then for the “other goods” group, followed first 
by household textiles and then by furniture. Further, 
there is no pattern for low-cost goods that contrasts 
with the behavior of prices for high-cost goods. 


APPLIANCES: PRICES AND MARKET 


As far as price movement is concerned, the most 
notable in this whole broad field of housefurnishings has 
been that of appliances. Judging solely from the falling 
price curve, consumer demand for home appliances ap- 
pears to have remained apathetic until mid-1956. Yet in 
terms of the growing dollars spent, the consumer has 
shown ever since 1952 a lively interest in acquiring these 
goods, While the prices for appliances continued to fall, 
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consumer outlays kept on rising and, measured in con- 
stant dollars were 32% higher in 1956 than they were in 
1953. (In the same period, outlays were up 16% for 
furniture, 10% for household textiles, 6% for floor cover- 
ings and miscellaneous goods. Changes in the production 
and consumption of appliances and furniture were 
divergent in both 1953 and 1954; since then production 
rises have paralleled consumption growth.) 

The buyers’ interest in household appliances has been 
no passing phenomenon. In only one prewar year, 1932, 
did consumer spending for these goods absorb a smaller 
share of total outlays for housefurnishings than in 1929 
(when they were 17% of all outlays). The highest pro- 
portion reached in prewar years was 22% in 1937. By 
1956, household appliances were taking about 29% of all 
housefurnishings outlays. (Furniture expenditures have 
ranged between a fourth and a fifth of the total; outlays 
for china and tableware were about 10% of the whole in 
1956; those for floor coverings and miscellaneous items 
were about 18%; and another 18% for textiles and other 
semidurable housefurnishings.) 


GROWTH IN AUTO MARKET 


Perhaps within the appliance field lies some of the 
answer to what may happen to housefurnishing prices 
in the months to come. While consumer spending for all 
groups of housefurnishings has more than doubled since 
1929, outlays for appliances have now reached a level 
more than five and one-half times what they were in 
1929. This extent of percentage growth was attained for 
automobiles only in the one year of 1955 (car purchases 
fell back to four and one-half times their 1929 level in 
1956). 
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Postwar Spending for Housefurnishings Compared 
with Some Relative Growth Factors; with Spending for 
Automobiles; and with Total Disposable Income 
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Spending for both automobiles and appliances have, 
in fact, increased considerably more relative to 1929 than 
has personal disposable income. At the beginning of the 
thirties, consumption expenditures for appliances fell off 
faster than disposable income but at a somewhat slower 
rate than spending for either furniture or automobiles. 
After World War II, however, the stride in expenditures 
for automobiles was much greater than for household 
appliance outlays. Yet the fact remains that over the 
long term since 1929 the growth has been greater (except 
in 1955, as already noted) for appliances than for cars. 

Could it be that the relative magnitude of the prices 
to some extent still tend, as the statistics suggest, to 
place appliances over automobiles as family necessities? 
It would seem that appliances have held priority despite 
the drastic redistribution of income since the thirties 
that has tended to reduce the relative magnitude of 
automobile prices and despite the easy availability of 
credit and extended time payments that has been a 
major factor in broadening the base of the automotive 
market. 

Measured by aggregate consumer expenditures, de- 
mand for appliances seems to have settled down in 
recent years, while considerable fluctuation is still evi- 
dent in the amounts allocated for cars. The percentage 
devoted to appliances was 1.6 in 1956 (about what it has 
been since 1951). In contrast, motor-car outlays in the 
past decade have ranged from 2.8% in 1947 to a high of 
5.7% in 1955. 


430 


The lowest post-Korean year—1952—for housefur- 
nishings and for its appliances subgroup still topped the 
outlays of the recession year of 1949. It is significant, 
however, that the 1952 sales remained above the earlier 
boom year of 1948. A factor here is no doubt the big 
increase in the number of households since 1948, as well 
as in the number of home owners. Perhaps equally 
important has been the almost immediate acceptance by 
the public of an increasing number of appliances (wit- 
ness home freezers, air conditioning, the whole realm of 
“gadgetry” for which America is world famous) which 
has made certain relatively new appliances a “must” in 
household budgets. 

Changes that have occurred in the marketing struc- 
ture since the war have brought extremely competitive 
pricing particularly to the housefurnishings field. These 
changes include the rise of the discount house, with its 
steady pressure upon systems of resale price mainte- 
nance. Such price competition served to trim the mar- 
gins of the years immediately following the war, and at 
the same time served to stimulate consumption. 

There are some evidences that this price competition 
in its extreme form may be abating. Prices for appli- 
ances have registered slight but consistent advances 
since last fall. Barring any real weakening of consumer 
demand, it appears likely that the housefurnishings field 
will be increasingly subject to the same general forces 
that will be acting on the other components of THE 
CONFERENCE Boarp’s consumer price index and that 
housefurnishings prices will react accordingly. 


Ourve E. VaucHan 
Division of Consumer Economics 


Business Forecasts 


General 


Monthly Letter of Business and Economic Conditions, First 
National City Bank (August)—“. . . Expecting no marked 
change in business before fall, if then, businessmen are now 
trying to appraise the outlook for the late months of the year. 
Latest available figures indicate that, while new orders are in 
good volume, they are not equal to shipments. Backlogs there- 
fore are declining. This may be only a lull; in any case it is not 
decisive, for unfilled orders are large even in industries where 
the trend has been downward for some time. 

By early fall, however, a pickup will be needed in many 
lines if output is to be sustained. Meanwhile industrial capac- 
ity is increasing. The prospect for more than seasonal improve- 
ment in operations is weakened by the change from inventory 
liquidation to accumulation already noted. If the fall upturn 
is disappointing, doubts may arise as to the size of plant and 
equipment expenditures in 1958. 

“On the other hand, the business changes are moderate, 
activity in the aggregate holds at or close to record levels, and 
there is little evidence of any shift in current thinking sufficient 


to cause modification of long-range investment programs. The 
backlog of corporate financing which will come either to the 
public market or to the banks in the fall is enormous. This 
persistent demand for business capital, despite higher interest 
rates, is one of the best indications that plans for expansion 
and modernization are being carried through. Adding the con- 
tinuous strength in the service industries and the requirements 
for highways, schools, and other local government projects, it 
seems plain that business will have strong support. Moreover, 
a fourth-quarter stimulus from the automobile industry is 
probable. Competition is acute, new model changes will be 
substantial and selling efforts vigorous, and more of the people 
who bought new cars during the 1955 boom should be in the 
market again... .” 


Aluminum 


Steel (August 19)—“‘Aluminum is bidding to increase its 
share of the metalworking market. 

“Since 1951, primary production has doubled—producers 
hope to double it again by the late 1960’s. But between 1970- 
1975 the real spurt will come. By 1975, primary production 
may hit an estimated 5.2 million tons yearly, triple the present 
output... 

“However, the picture is not quite so rosy today. Primary 
production in 1956 was 1,679,000 tons. This year’s output 
should reach 1.7 million tons, a 21,000-ton increase over i956. 
Add to this estimated secondary recovery and imports and you 
have a total domestic availability of 2.4 million tons—61,000 
tons more than in 1956. 

“Yet domestic consumption is expected to drop from 
2,057,000 tons to around 1,950,000 tons. This means about 
450,000 more tons of aluminum will be available in 1957 than 
will be consumed. . . . 

“. . . the domestic industry has now about $1 billion ear- 
marked for expansion. Producers expect consumption to reach 
3.1 million tons yearly by 1960 and then shoot up to 7.2 
million tons by 1975. Their reasoning: (1) A spurt in family 
formations will take place, especially in the 1970-1975 period; 
(2) per capita consumption is expected to rise from the present 
twenty-four pounds to forty-two pounds by 1975; (3) ex- 
panded uses will continue to take more and more aluminum. 

“Actually there is a sign of strength in the 1957 aluminum 
picture even though consumption is off. . . .” 

Gas 

American Gas Association Monthly (July-August 1957)— 
“The gas utility and pipeline industry in the United States 
will spend a record-breaking $2.13 billion for new construction 
and expansion of present facilities during 1957. . . . 

“During the four years 1957-1960, it is anticipated that 
total construction expenditures will reach $8.7 billion, sub- 
stantially in excess of the $5.3 billion spent during 1953- 
1966. ... . 

“About 97% of the industry’s estimated construction ex- 
penditures during the next four years will be spent for natural 
gas facilities. Four-year expenditures for natural-gas trans- 
mission will aggregate $3.89 billion, compared to $2.35 billion 
spent during 1953-1956. Natural-gas distribution facilities 
will require an expenditure of $2.76 billion between 1957 and 
1960, up from $1.56 billion in the most recent four-year 
historical period. 

“During recent years, the industry has been adding ap- 

(Continued on page 433) 
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Three Looks at the Production Trend, as Reported 
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are often subjected to general revisions. This 
happens when new techniques of measurement 
are developed, when information-gathering procedures 
are extended, or when the incorporation of annual 
bench-mark data permits refinement of earlier esti- 
mates. The revisions are often large, but frequently 
their effect is on the level of the statistics rather than on 
their trend. In addition to these long-term realignments 
of data, the forecaster has to contend with regular 
monthly revisions. These changes are usually small, but 
unlike the annual bench-mark type of revision they can 
result in a significant alteration of the picture. 
Revisions of both the long-term and short-term type 
in several important economic statistics have recently 
changed the statistical look of business sufficiently to 
give new light on the business trend, and some readjust- 
ment of sights on the future. Some of the more signifi- 
cant recent changes in the nation’s statistical portrait 
are described briefly below. 


( are often sub statistics on business conditions 


Change in Corporate Profits 


When figures for the first quarter of 1957 were re- 
leased in May, the total value of national output of 
goods and services was indicated to be at an annual rate 
of $427.1 billion. As a result of the regular annual 
revision of the national accounts, released in July, the 
first-quarter level was raised about $2 billion. This 
aspect of the national accounts revision scarcely re- 
quired a shift in thinking on the part of analysts. How- 
ever, several subcomponents of the national accounts 
were significantly altered. 

The general level of corporate profits—a component 
of the national income account—was materially re- 
duced for 1955 and 1956. And later information on 
after-tax profits in early 1957 indicates a sharper decline 
from late 1956 to early 1957 than had appeared in 
earlier data. As a result, the annual rate of profits in the 
first quarter of 1957 was reduced fully $1.5 billion. Cor- 
porate earnings, which initially were thought to have 
held fairly steadily between late 1956 and early 1957, 
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now show a conspicuous decline. And, whereas the 
original estimates had indicated that profits late in 1956 
and early 1957 had returned to their all-time peak of the 
fourth quarter of 1955, the new estimates show current 
profit levels significantly below the earlier peak. 


Other Component Changes 


Other components of national income were also re- 
vised, in varying degree. Noncorporate business and 
professional incomes in the first quarter of 1957 were 
reduced about $1.7 billion from the initial estimate, a 
decline of over 5%. Employee compensation was in- 
creased $2.4 billion—a very small percentage change 
but about as much, measured in dollars, as the reduction 
in the estimate for before-tax corporate profits, and half 
again as large as the downward revision in after-tax 
earnings. Rental incomes of persons was raised $700 


Table 1: Private Investment in Producer Durables 
Has Fallen Below Initial Estimates 


Billions of dollars; seasonally adjusted, annual rates 


Quarter Initial Revised Discrepancy 
1956 Ist.... 26.8 26.3 5 
Qnd.... 27.5 27.2 3 
Srd.... 29.5 29.0 5 
Atthines $1.5 29.9 1.6 
1957 Ist.... 32.0 80.7 1.3 
Rnd we ea 80.5 Ne 


Sources: Department of Commerce; Tan ConFERENCE Boarp 


Table 2: Revisions in Estimates of Personal Saving 


Billions of Dollars As a % of Disposable Income 


Quarter 
Initial Revised 
1956 Ist..... 18.2 16.8 
Onde 21.2 20.8 
Sra. Q1.4 20.3 
A4th..... 22.4 21.7 


rina 20.4 18.9 
is 20.6 


Sources: Department of Commerce; Ton ConrrrENncr Boarp 
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1. Corporate Profits Were Lower 


Annual rate of profits after taxes and before inventory valuation adjustment 
Source: Department of Commerce 
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2. Rate of Inventory Accumulation Was Greater 


Annual rate of changes in business inventories O Estimate by CEA 
Sources: Commerce Department; Council of Economic Advisers 


million (about 7%); net interest income and the income 
of farm proprietors were little changed. 


Lower Investment Figure 


Considerable significance also attaches to revisions in 
the “gross private domestic investment” component of 
the gross national product account. On a revised basis, 
business expenditures for producer durables, while they 
are still indicated to be at a record rate, have not quite 
reached the peaks previously reported. In the earlier 
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series, outlays of business for durable goods were placed 
at $32.0 billion in the first quarter; on the revised basis, 
the figure is $30.7 billion. Preliminary estimates linked 
to the new series suggest a small decline in producer 


durables outlays in the second quarter—the first such 

1A major upward revision of the monthly figures on construction 
activity, which underlie the construction component of gross private 
domestic investment, was reported in the July issue of The Business 
Record. These construction revisions were not incorporated into the 
revision of the national accounts because they were not available in 
time. Presumably, inclusion of the adjustment would raise the new 


construction component of gross private domestic investment by as 
much as 7% 
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decline in several years. (Experience suggests, however, 
that the use of small differences in these preliminary 
data can be hazardous, particularly in connection with 
turning points.) 


Which Way Did Inventories Go? 


According to the earlier figures on the national ac- 
counts, the physical volume of business inventories rose 
by $3.5 billion in 1956 (valued at 1956 prices). The 
revision raises this highly significant component of 
domestic investment to $4.6 billion. (Nonfarm inven- 
tories rose $5 billion in 1956 on the new basis, as opposed 
to $3.8 billion as originally reported.) Moreover, on the 
basis of preliminary data linked to the new series, the 
liquidation of inventories that apparently started in the 
first quarter of 1957 was at a considerably slower rate 
than originally indicated, and inventory change turned 
positive again in the second quarter, although at a 
modest rate. 

Apart from the national accounts, revisions that 
significantly affect the analysts’ picture of early 1957 
have occurred in the Federal Reserve’s index of indus- 
trial production, and in the Bureau of Labor Statistics’ 
measure of the annual rate of housing starts. As late as 
May, the Federal Reserve’s seasonally adjusted aggre- 
gate index of industrial output appeared to have 
changed only one point during the first four months of 
the year. In June, the first four months (as revised) 
contained a two-point decline, and by July the decline 
in the first four months had reached three points. De- 
clines larger than those originally indicated in prelimi- 
nary figures occurred in fabricated metal products, 
machinery, transportation equipment, food, and in con- 
sumer durables other than automobiles, 

As to the statistics (seasonally adjusted) on housing 
starts, as late as May this year they indicated a very 
sharp decline from December, 1956, to March, 1957, 
followed by a sharp revival in April and May. Revised 
figures point to a lesser degree of decline, and hence 
presumably a shallower recovery (the figures for the 
second quarter are still preliminary). The original series 
led to considerable bearishness about the housing trend 
early in the year, followed by considerable improvement 
of sentiment in the second quarter; the new figures 
suggest a moderate roll in the trend, with no particular 
implications for the future. 


Retail Sales Move Off Dead Center 


The shape of the retail sales curve has also taken on a 
different aspect as a result of recent revisions. The 
seven-month period from December, 1956, to June, 
1957, showed retail trade plodding along at a steady 
pace of about $16.3 billion a month (after seasonal 
adjustment). But new data put the April rate at $16.4 
billion, May at $16.6 billion, and June at $16.8 billion 
(and the advance report for July set sales in that month 

at $16.9 billion). The revision has thus changed the 
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retail sales picture from one of stubborn stability to 
considerable improvement. 

Estimates of personal consumption expenditures for 
the first quarter of 1957 were not sharply altered in the 
revision of the national accounts. Personal outlays for 
durable goods were about unchanged, while $900 million 
was added to nondurable purchases and about $700 
million to services. Since personal incomes were hardly 
revised at all in the first quarter, this increase in spend- 
ing affected the saving rate, which was reduced by about 
$1.5 billion. The improved rate of retail sales in the 
second quarter resulted in an upward revision in second- 
quarter estimates for personal consumption expendi- 
tures. As in the first quarter, the revision led to a down- 
ward adjustment in the estimated rate of savings. And 
though personal saving rose between the two periods the 
gain was not quite so sharp as had been indicated earlier. 


WituraM B. FRANKLIN 
Division of Business Analysis 


Business Forecasts 


(Continued from page 430) 


proximately 1 million customers annually and exceeded this 
amount during 1956 in spite of less housing activity. .. .” 


Railroads 


Harry A. DeButts, president, Southern Railway System 
(Commercial and Financial Chronicle, August 15)—“Railroads 
furnish a fair barometer of ‘economic weather’ and results in 
the first half of 1957 certainly seem to indicate that the year 
was quite likely to be a good one though not a record-breaking 
one. Prospects for the last half of the year appear to be such 
as to make this certain. 

“When we consider all we read and know about national 
employment, national income, existing demands and buyer 
potential for goods and services, federal spending programs of 
all sorts, state and local community needs, we must conclude 
that things are pretty good in our over-all business picture. 
There may be ‘rolling adjustments’ going on in some indus- 
tries; there may be unresolved problems and some uncer- 
tainty. But there seems little doubt that these are only adjust- 
ments and not major economic setbacks in any critically 
important area. 

“The situation in the South so far in 1957 has perhaps been 
a little better than the national average. There has been some 
industrial slacking off in certain lines, most notably in forest 
and paper products and in textiles. . . .” 


Canada— General 
J. Douglas Gibson, assistant general manager, The Bank of 
Nova Scotia (The Commercial and Financial Chronicle, 
August 15)—“‘. . . . when we come to look at the near-term 
prospect today the picture appears to be considerably more 
confused than the longer-range outlook. It is true that we are 
(Continued on page 442) 


Executives Report on 


[Survey of Business Practices] 


PRICING POLICIES AND PRACTICES 


“Pricing 1s a powerful tool, and pricing deci- 
sions should not be evaded or made on the sword 
point of crisis. Well-planned pricing policies 
based on facts will go a long way toward maxt- 
mizing profits from present plant and preserving 
long-term profitability.” 


chemicals company executive is typical of the 
thinking of some of the 155 companies participat- 
ing in this month’s survey of business practices. How- 
ever, many of the reporting executives state that their 
companies have not formulated any precise price poli- 
cies. Nevertheless, among these companies are some 
that follow well-defined steps in establishing selling 
prices. For instance, a food company vice-president 
writes, “We do not have any definite price policy as 
such, but we do have procedures which we follow de- 
pending upon the type of product in question.” 
And some firms report moving toward working out a 
company-wide price policy. For instance, an iron and 
steel foundries executive observes: 


ik ABOVE REMARKS made by an organic- 


“We are in the midst of a program directed toward the 
determination of price policies and necessary implementing 
procedures. As is probably to be expected, this has led us 
back into further studies of our costs, break-even points at 
various price and volume levels, and so on. It is our inten- 
tion, as part of this program, to prepare written price 
policies along with the necessary procedures.” 


In a few instances, executives point out that they do 
not follow an over-all price policy for definite reasons. 
“Due to the decentralized nature of our organization 
and to the wide diversity of our products,” says an 
executive of a rubber products firm, “it would be impos- 
sible for us to define a company policy for pricing.” 


According to an office-equipment executive: 


“Instead of a formal pricing policy, we have only a 
general policy under which there can be a number of varia- 
tions depending upon the factors and conditions which 
apply in each case.” 


Other survey cooperators express the opinion that the 
pressures of competition make it impractical for them to 


follow any set price policy for long. “Our company does 
have well-defined policies and procedures for setting 
selling prices,” writes the vice-president of one such 
concern in the food industry. “However, they are cir- 
cumscribed always by existent competitive conditions.” 
Similarly, a textile firm vice-president explains that, 
after all, “the setting of selling prices is not entirely a 
matter of self-determination with us but is greatly 
influenced by competitive factors.’ Hence, as various 
executives faced with a similar situation note, “‘the 
policies and procedures contain considerable flexibility 
to permit intelligent pricing in line with changing 
market conditions.” 

Some cooperators feel that the formulation of com- 
pany policies on prices is desirable even though ad- 
herence to such policies is not always possible. The 
president of a petroleum-refining company writes: 


“It may often be true that we will be unable for competi- 
tive reasons to do what we would like to do in light of our 
established policies. Nevertheless, it seems desirable to 
establish what we believe to be sound price policies to guide 
us in our actual pricing practices.” 


Written Statements Few 


Only four cooperating companies specifically state 
that their price policies are in writing. A number of 
respondents explain why they do not have written state- 
ments. A communication-equipment president indicates 
that his policies and procedures “have not been reduced 
to writing since the number of people involved in price 
setting is few.” Some other executives state that they 
do not have price policies in writing because their 
policies “are so clearly understood by the people who 
apply them.” And a vice-president of a specialized in- 
dustrial machinery business explains that due to its 
“relatively small number of products a written state- 
ment is not considered necessary.” Yet some companies 
report not having written policies because of their many 
“different lines of business.” 

Instead of written statements of price policy, one 
company employs the device of “internal memoranda 
which are issued from time to time and deal with the 
facts of the particular pricing situation at hand. We also 
maintain the minutes of executive committee meetings, 
at which major policy decisions of every nature (includ- 
ing pricing) are made.” 
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A number of companies recognize that they “need 
some written statements of policy and procedure,” and 
several declare, as does one construction-materials firm, 
that “at this time a major project of our company is the 
development and establishment of such written policies 
and procedures.” 


OBJECTIVES OF PRICE POLICIES 


Most of those having an established policy (whether 
written or not) describe it as one wherein selling prices 
are regularly adjusted to changes in cost so as to stabi- 
lize profits. Representative is the statement by the vice- 
president of a general industrial machinery concern that 
“the basic policy is to establish prices that will return a 
predetermined profit margin applied on a predetermined 
volume of sales.” 

Other cooperators report that prices are set at a level 
that will yield “a fair profit to the company,” “a profit 
over cost,” “‘a definite percentage of gross profit,” “a 
normal profit,” or “customary profit margins.” As the 
president of a general industrial machinery company 
puts it: “The most important thing in setting prices is 
to make a profit on the deal.” Another company presi- 
dent in the same industry writes: “We have a policy 
that does not permit acceptance of orders for our prod- 
ucts which do not return a profit. This can be stated 
somewhat as follows: ‘Don’t wear out the machinery 
when you can’t accumulate replacement costs.’ ” 

A number of companies, particularly some larger 
ones, base their price policy on the maintenance of a 
desired rate of return on capital investment. “And,” as 
the controller of a paper and allied products firm writes, 
‘whenever the price-cost-profit relationship indicates 
that this objective is not being realized, an over-all 
review is made and we decide upon a plan of action 
expected to maintain our objective.” 

A communications equipment executive writes that 
his company seeks “‘to realize earnings which, averaged 
over a period long enough to include a fair mixture of 
good and bad years, will provide a reasonable return on 
our net investment. The prices on individual items are 
established in the light of this general objective.” 


Maximize Long-term Profits 


Various respondents indicate that they are guided 
primarily by long-term considerations in their price 
policy. Such cooperators report that they try to keep 
their selling prices as stable and as low as possible, 
thereby expanding their markets and obtaining long-run 
benefits to the company. Statements such as “lowest 
prices consistent with reasonable earnings” and “prices 
that are satisfactory to customers and thus contribute 
to steadily expanding markets” epitomize their think- 
ing. The vice-president of a nonferrous metals firm 


remarks: 


“Our policy of selling at reasonable prices is consistent 
with the large production that we must move year after year 
and the responsibilities that stem from our position in the 
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industry. We have an obligation to our shareholders and 
customers to see that there is a perpetuation and growth of 
the market at reasonable and stable prices at which satis- 
factory profits can be realized, at which markets can be held 
and important consumers can be reassured that they can 
plan well ahead for the economic use of our product. 

“In making necessary price adjustments from time to 
time, we have made an effort to follow rising cost trends as 
slowly as possible and to be influenced only by those cost 
increases that are of a permanent character, which some- 
times come with such speed that they cannot be absorbed 
by improving or revamping operations.” 


Other survey participants subscribe to the opposite 
viewpoint, which seeks to “maximize margin realiza- 
tion” at any given time. Writes one company president: 
“Our policy might be described as, ‘we sell for what the 
market will bear.’ ” 


Maintain Demand 


Ensuring that a company’s total output will move 
into the hands of consumers is an important objective in 
some industries. As a food company’s economist puts it, 
“Since most of our products are perishable, our domi- 
nant price policy is to find the price that will just keep 
these commodities moving into consumption.” The 
president of another food firm writes: “Our major 
objective in setting prices is to obtain the maximum 
profit without interfering with the free flow of mer- 
chandise.”” And the president of a lumber concern ob- 
serves: “Our selling prices, governed almost entirely by 
supply and demand, fluctuate constantly as these two 
forces exert themselves—unfortunately, without much 
regard to costs.” 


Established Prices 


Many cooperators report that their price policy calls 
for firm adherence to sales prices as publicly announced 
in “established and published price lists.” Says a paper 
and allied products sales manager: “Our company has a 
price list established for each grade of paper and devia- 
tions from the price schedules by the sales force are not 
permitted.” “‘A rigid one-price policy,” states the presi- 
dent of an instruments, controls and apparatus firm, “re- 
quires that there be no departure from our listed prices 
and published discount schedules under any circum- 
stances.” A general industrial machinery company reports 
that it has what it calls a “‘ ‘firm pricing policy.’ We lose 
some orders, but we believe that in the long run it is the 
only way we can run our business. We build the best- 
quality products we can consistent with customer re- 
quirements, and such a quality policy entails certain 
basic costs. Necessary for our continuing existence is a 
return of these costs plus an appropriate profit for 
future growth and development. A firm pricing policy is 
part of this general attitude toward our business.” 


Negotiated Price 


Conversely, manufacturers of individually designed 
and nonstandard products must follow a price policy 
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that involves agreement upon price in the course of 
negotiation with the buyer. “We have in general no 
fixed price,” reports a general industrial machinery 
company’s executive, “inasmuch as practically all of our 
products are tailor-made to meet the requirements of 
individual inquiries.’’ Another cooperator writes: “We 
are a manufacturer of forgings that are made largely to 
customers’ specifications—we make very few stock 
items. As a consequence, every day is ‘pricing day’ for 
us. We must quote selling prices on individual forgings 
as we receive requests for quotations from our customers.” 


Pricing and the Product Line 


A few companies write that they have price policies 
that take into account the relationship of each product 
to the others in the product line. Some such producers 
expect each product to “earn a fair return without being 
subsidized by the profits of other products.” A vice- 
president in a specialized industrial machinery company 
states that their “policy attempts to establish prices on 
each product at such a level that each will earn its own 
share of the over-all profits.” Similarly, a metal- 
stamping-and-coating firm executive states that his 
company’s “‘policy is based on the premise that each job 
must stand on its own feet. We do not attempt to take 
some jobs as overhead carriers, hoping to make a profit 
on other jobs.” 

Other firms, however, “average costs on different 
products in order to arrive at prices that will cover all 
costs.” A hardware producer observes that “in some 
cases a product is introduced simply to keep our entire 
product line competitive; on these products we will 
sometimes take a smaller return on our invested capital 
hoping to make it up on other products.” 


Competition Tempers Policies 


Competition pervades the discussion of price policies. 
Many cooperators indicate that competition must be 
considered if their basic price policy is to be realistic. 
For example, the sales vice-president of an organic- 
chemicals firm states that “pricing policy is based on a 
reasonable profit return with consideration given to 
competitive products, quality, service and prices.” A 
general industrial machinery executive comments: 


“Our prices are directly related to cost and are based on 
providing an adequate return on invested capital within 
specified limits. However, our prices must be competitive 
if we are to secure our share of the potential market.” 


Naturally, in industries where competition is rela- 
tively more intense, and particularly where product 
differentiation is small, cooperators attach a greater 
degree of importance to competition’s influence. A vice- 
president of a food company writes, for example, that 
“while we obviously try to set selling prices that cover 
our costs and afford a reasonable profit, competition, 
which is very keen in our industry, really determines the 
ultimate net selling price.” A further illustration is pro- 


vided by an executive of an organic-chemicals company 
who states: “The prices of our products are generally set 
by competition. We would like to adopt a policy of 
increasing prices as costs rise. However, this has been 
impossible except in the case of a few products.” 


Policies in Relation to Competition 


Some cooperating firms state simply that their policy 
is to meet other firms’ competitive prices. As the presi- 
dent of a nonferrous metals company remarks: 


“The principal policy we have in regard to pricing is to be 
competitive with the three or four major corapetitors in our 
industry. We produce all products to standard specifica- 
tions. Therefore, the prices of the principal producers in this 
industry are always the same in the long run because they 
are prices on standard products.” 


And a few other respondents have policies of generally 
meeting market prices, but on occasion pricing above or 
below competition. One nonferrous metal firm “‘expects 
to be competitive unless there is some outstanding 
quality or service that we are able to offer that justifies 
a price above the market.” On the other hand, a con- 
struction material concern reports: ““We follow the list 
prices of similar items of our major competitors. We do, 
however, sell a few percentage points off their prices.” 


Lead or Follow? 


Some smaller firms indicate that their “policy for 
setting selling prices is to follow the ieaders in the indus- 
try and to remain competitive with them.” According to 
one metals products firm: 


“We are a manufacturer of all the principal products 
made by our industry and we sell them on a nationwide 
basis. However, in comparison with two very large com- 
panies in our industry, we control only a relatively small 
part of the market. Therefore, of necessity, price increases 
(and in these inflationary times, changes have been only 
upwards during the past twenty years) can be made by us 
only when initiated by our larger competitors. In short, our 
costs do not determine our prices, but like many other small 
businesses manufacturing a standardized product, we are 
forced to set our prices to meet the competitive situation.” 


PRICE DETERMINATION FACTORS 


Almost all respondents specify that they of course 
take into account their cost and profit position when 
they set prices. 

Some cooperators stress that adequate allowances 
must be established for research and development costs. 
In this connection, the chairman of the board of an 
office-equipment concern states that “we are fully aware 
that long-range progress in an industry such as ours de- 
pends to a great degree on our program for research, 
engineering and product development. To support this 
constantly expanding program, we must maintain satis- 
factory profit margins, which means that our pricing 
must be constantly kept in line with real increases in 
manufacturing costs.” 
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Market Considerations 


Cooperators list a variety of market factors that bear 
on price setting decisions. Most commonly mentioned is 
the “near- and long-term potential sales volume at vari- 
ous price levels.”’ Other factors mentioned are: 


@ Economic value of a product to the customer 
@ What customer can afford to pay for the product 
@ Consumer acceptance of the product 

@ Elasticity of demand 

© Size and frequency of orders 

@ Sales’ repeat possibilities 

e Importance of price in the selling situation 

@ Public relations aspect of price changes 

© Retail shelf price 

@ Prevailing trade and quantity discounts 

@ Geographic patterns of distribution 

® Historic price patterns 

® Trend of prices in general 


Other Factors 


Some cooperators also include these factors: 


© Proportion of plant capacity being utilized 
@ Size of inventory 

e Need for keeping skilled work force intact 
e Product obsolescence expectations 

@ Relative importance of product in line 

@ General economic conditions 


Importance of Each Factor Varies 


Some survey cooperators report that the relative im- 
portance of factors that are taken into consideration 
in setting prices depends upon the situation at hand. 
Commenting on this point, the treasurer of an apparel 
firm observes that “there are cases in which we are 
unwilling to be competitive if this requires a substantial 
reduction in gross profit. On the other hand, there are 
cases in which the gross profit is unimportant if the 
maintenance of market position in a product line is at 
stake.” 

In some cases, pricing may differ according to whether 
the item is a new or a long-established product. 

“For our older, more mature products,” reports an 
organic-chemicals company, “competitive conditions 
probably are the most important consideration, followed 
by elasticity of demand, economic value to the customer 
and cost of manufacture, in that order. For new prod- 
ucts, particularly those on which we enjoy some degree 
of exclusiveness, economic value to the customer is prob- 
ably most important, followed by elasticity of demand 
and then cost of manufacture.” 

Thirty-two respondents rank the factors influencing 
their price decisions in order of general importance. Of 
these, twenty companies place greatest importance on 
costs and profits. Nine other companies feel that the 
competitive conditions are the most important consider- 
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ation, and three place most importance on the product’s 
“economic worth to the customer.” 


PRICE-SETTING PROCEDURES 


By far the most common price-setting procedure as 
reported by cooperating firms begins with a buildup of 
costs. For example, the sales vice-president of a steel 
corporation states: 


“Generally speaking, our procedure begins with a deter- 
mination of what it costs to make the product, plus an allow- 
ance for depreciation on the equipment and the cost of selling, 
advertising and administration. With this information, we 
determine what would be a fair markup or return. 

“But when this is done, we have only started. A mechan- 
ical development of a selling price would quickly put us out 
of business. Therefore, the next and probably most impor- 
tant considerations are what is our competition and how 
great is customer demand? In view of these situations, we 
determine what price will enable us to share fairly in the 
demand in relation to our productive equipment.” 


Similarly, a hardware company president explains 
that the “sales department requests the cost of a prod- 
uct from the cost estimating department (this includes 
all manufacturing costs). It adds what it considers a 
sufficient profit, and then compares this selling price 
with that of competitive products. If the price appears 
too high, other methods of manufacture are studied in 
order to make the selling price competitive.” 


Pricing Custom-made Products 


Cooperators who sell custom-designed products re- 
port that they utilize a pricing procedure based on “an 
estimate of cost plus specified profit.”” A nonferrous 
metals vice-president describes a typical approach: 


“The biggest part of our work is of a custom nature. 
Estimates of factory costs are made. These factory costs are 
then marked up with appropriate factors for administration 
and profit. We have pricing formulas that are based on 
average burdens and anticipated profit. However, we have 
been in the process of studying the true allocation of over- 
head expenses so as to develop a more exacting procedure. 
Costs are kept on all jobs, and on the recurrence of a given 
job previous costs are checked before the order is accepted.” 


Return on Investment Approach 


A few survey participants state that they start their 
price-setting process by considering the capital invest- 
ment required to sell a specified volume of goods. They 
then establish prices based on a desired return on this 
investment. For example, in an inorganic chemicals 
company an estimate is made of “‘the amount of working 
capital and the amount of plant and equipment that 
will be needed to produce a forecasted volume of sales. 
Next a figure is set that would bring us a fixed percent- 
age, before taxes. The rate of selling, administrative and 
general expenses that is assessed to a particular product 
is determined to a large extent by the ratio of the cost of 
the materials to the total cost of manufacture. After we 
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have arrived at a tentative price based on return of in- 
vestment we compare it with the market price of com- 
petitive products. If the competitive products are priced 
higher we probably will move our price up to the market 
price or a little under or over it. We are not averse to 
obtaining a healthy markup if it is permitted by the 
competitive price situation.” 


Competitive Prices Approach 


While cooperators generally indicate that competi- 
tors’ prices usually act to modify the level of their own 
prices, in some cases, competition is reported too in- 
tense to allow them any leeway in price setting. “Prices 
are now determined by competition, and the only policy 
permitted the manufacturer is whether or not to produce 
and sell,” writes a textile-mill vice-president. “In our 
field, it is apparent that competition dominates all other 
considerations, and indications are that this condition 
will continue for some time.” 

A few companies report that they appraise competi- 
tive prices first, and then move to other considerations. 
One chief executive explains: “We obtain the printed 
lists of competitors’ prices on all standard products. 
They mail these price lists, as do we, to all customers, 
and it is a simple thing to procure copies.”’ One general 
industrial machinery producer notes that “‘competitors’ 
prices are usually the starting point for negotiations 
with the customer.” 

After an examination of competitive prices, explains 
another cooperator, “we determine whether or not our 
costs will be sufficiently low to permit us to sell at the 
established prices. If not, we determine if the product 
has some special utility value that justifies a higher- 
than-market price.’”’ According to the chairman of an 
electrical appliances business, “In cases where competi- 
tors’ prices are below our cost, we must decide whether 
it is better to meet that competition and lose money, or 
not to meet it.” 


The Market Approach 


Still other businesses use market considerations as 
points of departure in their pricing. Some state that 
they first determine the product’s utility value to the 
customer, then move on to a consideration of the prod- 
uct’s cost elements and competition. A handful of other 
firms report that studies of available supplies of mer- 
chandise in relation to demand serve as the point of 
departure. The president of a food enterprise observes: 


“Tf an item is moving too slowly, there will be a consulta- 
tion with the divisional manager to determine if the price 
is a deterrent to sales. It may be a question of measuring the 
benefits of additional volume at a lower price versus reduced 
gross profits. In other instances, the buying departments 
may inform the merchandising manager of a shortage of 
supplies and consult with him as to the possibility of taking 
additional gross profits.” 


Cooperators selling products to consumer markets 


A Price-setting Procedure 


The president of an electrical industrial equipment com- 
pany describes here his company’s price-setting procedure. 


“We are wedded to the p.v. (profit-volume) method 
of charting, whereby the break-even point is clearly 
indicated. In brief, our procedure is as follows: 


1. Early in October, the marketing division, under 
the vice-president for sales, has forecast its sales for 
the coming year, and has its budget ready. All other 
divisions (manufacturing, engineering, clerical, per- 
sonnel) then make up their budgets based on the 
sales forecast. 

2. Allis then put into a profit-volume (break-even 
point) chart for the company as a whole; and the 
executive committee scrutinizes it to see if it will 
provide what we consider norma! profit after taxes, 
and of course meet requirements for obligations, 
reserves, dividends, ete. 

3. Usually the results indicated by the first chart- 
ing do not meet our requirements; and, if the results 
are still unsatisfactory after all divisions have strug- 
gled to reduce their fixed and programmed expenses, 
the marketing division must adjust to higher volume 
and/or higher prices. 

4. Having reached an acceptable course for the 
coming year, the executive committee reviews the 
charted situation each quarter with actual figures for 
the past period and the forecast for the remaining 
periods. If this review is unfavorable, the processes 
mentioned in paragraph 3 are repeated. 

§. Obviously the factors of competition and market 
fluctuation have to be reckoned with and the market- 
ing division must make many compromises—but al- 
ways with the requirement of having the total com- 
pany performance come within the charted goals as 
reviewed and approved quarterly by the executive 
committee. 

6. In introducing a new product, the procedure is 
the same.” 


where certain customary price brackets are the rule 
indicate that they begin their pricing with an estimate 
of sales within each of these brackets. “Our market sur- 
veys indicate the potential percentage of volume in each 
price line market,”’ an apparel chief executive writes. 
“Then our costs pretty well determine into which one of 
the pricing brackets each of our items will fit. After this, 
we consider the gross profit in each price line in relation 
to the cost of the item, its competition and fashion 
obsolescence expectations.” 


New-product Pricing 


Most cooperators do not differentiate between exist- 
ing and new products in discussing their price-setting 
procedure. The majority of those who make specific 
reference to their approach to pricing new products indi- 
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cate that “new-product prices are set like all other 
prices.” A specialized industrial machinery executive 
adds that “of course more estimating and judgment are 
required in the case of new products to determine prob- 
able costs and market conditions.” 

Where the new products are expected to sell competi- 
tively, writes the president of a hardware company, 
“their prices must be set at competitive levels. Where 
they are of our own conception and face no competition 
since they are not run of the mill, we generally wait 
until we know our costs and then set the price accord- 
ingly.” Since cost data for new products are usually not 
too good, explains an officer of a general industrial 
machinery company, “competitive prices are apt to be 
used as a general guide. In fact, the design of the item 
in the first place may have been made with an existing 
competitive item and price in mind.” 


RESPONSIBILITY FOR SETTING PRICES 


Of companies cooperating in this month’s survey, 145 
address themselves to the question of who sets prices for 
existing products. Although some thirty-six job titles or 
management categories are referred to by survey re- 
spondents, the top sales executive or other sales per- 
sonnel receive the most mentions as either setting prices 
themselves or collaborating with others in this process 
(see table). The president and others in top management 
rank next in total mentions as playing a leading role in 
price determination. In some other instances, top man- 
agement is described as participating ‘“‘on occasion” or 
under exceptional circumstances. For instance, “prac- 
tically all prices are set by the sales manager” in a metal- 
stamping and -coating concern, “although on certain 
large jobs there will be a discussion with top manage- 
ment.” 

Some 60% of the cooperating companies discussing 
this subject report that price determination is a respon- 
sibility involving two or more persons. In the remaining 
companies, one person sets prices. 


One Person Determines Prices 


In the fifty-nine firms reporting that one person has 
sole responsibility for pricing existing products, thirty- 
three assign the job to their sales executives. Typically, 
as one executive writes, “‘selling prices are established by 
the chief marketing officer. He asks the counsel of 
others, but the final decision is his alone.” 

Some of these firms report that the sales executive’s 
pricing authority is limited only by the over-all objec- 
tives of the company, as in a general industrial machin- 
ery company where “prices are set by the sales manager 
within the general limits of our policy on capital invest- 
ment return established by top management.” And an 
executive of another company reports that the sales 
head’s “decisions are subject to review only if a serious 
loss of market position is threatened.” 

While the top sales executive is mentioned most often 
as being charged with price determination, some com- 
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panies delegate the task to lower-echelon officers such as 
the “assistant sales manager,” the “marketing man- 
agers,” or the “product managers’’; and one food com- 
pany names the director of merchandising as the one 
making the price decisions. 

The importance attached to the pricing function in 
some cases can be seen from the fact that in seven com- 
panies the president himself exercises the authority for 
setting prices. In eleven decentralized firms, division 
managers exercise authority over prices, since, as a con- 
struction materials treasurer reasons, “divisions have 
maximum responsibility for the satisfactory return on 
the capital investment.” 

Four companies consider pricing to be of sufficient 
importance to put a man on the job full-time. Writes the 
secretary of a metal-working machinery business: 


“A manager of pricing is responsible for establishing 
selling prices on all products. Since our company involves 
three separate divisions, each with its own manufacturing 
and selling organization, we have pricing people in each 
division. However, the manager of pricing is responsible for 
the entire setup.” 


Group Price Determination 


Of eighty-six companies stating that their prices are 
the result of group action within the organization, forty- 
nine list two persons or groups as determining prices for 
existing products. In these firms, “the president and the 
vice-president—sales,” or “top management and sales 
management,” are mentioned most frequently. In other 
cases, those individuals having the skills or knowledge 
necessary to arrive at intelligent pricing decisions are 
assigned this function jointly. As an example, an inor- 
ganic-chemicals concern reports that “prices are set on 
existing products by the sales department in collabora- 
tion with finance. We have men in the sales department 
who have been trained in accounting and are well aware 
of pricing policies. When those in the sales organization 
feel that they have a price properly set up, they turn it 
over to finance to check. All prices set up by sales have 
to be approved by finance who see that they reflect the 
current cost situation.” 

In the remaining thirty-seven companies, price setting 
is an activity involving a number of persons in the 
organization. Remarks referring to “a number of execu- 


Responsibility for Setting Prices on Existing Products 


No. Mentions No. Mentions 
Where One Person | Where Two or More 
Sets Prices Persons Set Prices 


Person or Title Mentioned 


Executive officers.............. a 63 
Division managers.............. 11 5 
Department managers.......... ss 2 
DaleSy oe ncurses ts 8 rye. ee. es 33 79 
Finance and Accounting........ 4 19 
Bricing mana gerbe ser ose: 4 4 
Manufacturing i... 2.6.06. s 8 
ng ineeringewa sie eau sities 6 
Purchasing gece eet cae os ietny- 2 
Otherseemtecte tories stiles coe 4 

Total mentions in 145 companies 192 


440 


tives,” “department heads” and the like testify to the 
group nature of pricing in these concerns. Some firms 
report they have set up permanent pricing committees. 
For example, in an office equipment company: 


“When price review appears necessary, we have a price 
committee which appraises the situation and makes price 
decisions. The president of the company is the chairman of 
this committee, which consists of representatives of the 
sales, financial, manufacturing and product development 
divisions of the business.” : 


In other enterprises it is the executive committee that 
sets prices. According to a petroleum executive: 


“The setting of prices for existing products is the result of 
cooperative participation. The executive committee sets the 
prices on the basis of marketing reports on competitive 
values, our manufacturing department’s economic report on 
relative value and alternate use value, and our distribution 
department’s reports on freight and handling costs.” 


Some firms assign initial work on pricing to individ- 
uals or departments, and later arrive at final decisions 
by committee action. As the president of a steel corpora- 
tion explains: 


“On existing products, the cost and accounting depart- 
ment carries on continuous reviews, making recommenda- 
tions to the vice-president in charge of sales from time to 
time. Price is then discussed in the meetings of the product- 
line committees which comprise representatives of manufac- 
turing, sales, research, and accounting interested in a spe- 
cific product line.” 


A metalworking machinery executive vice-president 
explains how his company operates in the case of setting 
prices for products that have had ‘“‘a major design 
change”: 


“The selling-price decision is made by majority agree- 
ment of a committee composed of representatives from: 

Financial and accounting—for historical or cost estimates 

Engineering—to cover scope and magnitude of product 
changes 

Manufacturing—processes and time element to produce 

Sales—basic calculation and coordination 

General manager—final decision” 


A handful of companies differentiate in their remarks 
between centralized and decentralized control of pricing 
activities. In these companies, management at the local 
level is permitted to set prices where competition re- 
quires such action. A furniture vice-president explains: 


“Because of intense competition generated by local com- 
panies, it is necessary for us to give the management of our 
branch plants the authority and responsibility for setting 
selling prices on local promotions. The factory manager, 
with the assistance of the office force, compiles the costs of 
the product and the sales manager determines the selling 
price. 

“On nationally priced products, the basic cost informa- 


tion is furnished by the accounting department under the 
supervision of the treasurer, and the selling prices are set by 
a group consisting of the sales vice-president, the vice- 
president in charge of merchandising and purchasing, the 
treasurer and any other persons who might have specific 
knowledge covering the product in question. At times, the 
pricing is discussed with the local sales managers to get their 
thinking.” 


One organic-chemical firm specifies that if a change in 
the selling price of one division’s product “will have an 
effect on the pricing of another division or on its cus- 
tomers, the decision will also be checked with the vice- 
president for marketing and with the other division 
involved.” 


New-product Price Responsibility 


Forty-seven out of seventy-three cooperators who 
discuss their practices on the pricing of new products 
state that responsibility for setting these prices resides 
with the same individuals who establish the prices of 
existing products. In the remaining twenty-six firms, 
sales executives are mentioned almost without excep- 
tion as being involved in price determination. And four- 
teen of these latter firms include top or divisional man- 
agement in the process. 

In a few concerns, sales executives and top company 
officers are included in the pricing of new products but 
not of existing products. For example, in a leather 
products business, “existing products’ prices are set by 
the engineering and cost department. As far as new 
products are concerned, the sales manager and general 
manager also participate in the process.” And an official 
of an organic-chemical firm reports that “pricing of new 
products is generally reviewed by the corporation’s 
director of sales and the management committee under a 
policy that requires that new products be approved for 
release by management.” 

These twenty-six cooperators further report that, in 
the case of pricing new products, engineering, manufac- 
turing and accounting personnel are consulted more 
frequently than with regard to existent products. A few 
companies bring in product-development personnel. 
One such company producing organic chemicals writes: 


“The price of new products is set jointly by the develop- 
ment department and the marketing department within the 
divisions. The initial price of a new chemical is usually set 
quite high and the marketing department will take only 
limited interest. As the sales gain in volume, marketing 
management will take an increasing interest and have an 
increasingly more important voice in setting prices.” 


Commercial or marketing research personnel are in- 
cluded directly in price-setting activities at three report- 
ing companies. As an office equipment treasurer explains 
it: “Proposed prices for new products are initiated by 
the market research department. Following this, the 
sales department reviews and often revises these recom- 
mendations (sometimes with the assistance of the treas- 
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urer’s office), and they are discussed with the president 
before being finally approved.” 

Finally, a nonferrous metals official notes that “it is 
our custom to have representatives of the production 
department and possibly the tool division and quality 
control section aware of the basis on which prices are 
established so as to be sure that there is no hidden and 
overlooked cost.” 


PRICE REVIEWS MOSTLY CONTINUAL 


Survey cooperators were asked whether any provision 
is made within their companies for a periodic review of 
the price situation. Some 70% of the 102 companies re- 
porting on this point indicate that price reviews are not 
held at regular intervals. Rather, they are described by 
these producers as being “continual” in nature, “fre- 
quent,” or held “whenever necessary.” 


Most of these respondents feel that no provision for 
periodic review is necessary since “‘all prices are re- 
viewed when there is a major change in wages or mate- 
rial costs.”” While many survey participants express the 
view that “frequent and complete reviews of the price 
structure are essential,” limited personnel often restricts 
such evaluations to the watching of major items of 
expense. A metalworking machinery executive writes, 
for example: 


“We regret that we do not have sufficient personnel in our 
pricing department to make regular checks on all items of 
expense. Such reviews are very essential. We do try, how- 
ever, to control the bulk of our items by watching trends. 
For example, if a certain material is an important factor in 
a product, and there is an increase in the price of that 
material, a prompt review is made. On many of our items 
the major cost is labor, and here again increasing labor costs 
are a signal for price review of the end product.” 


Other firms report that the “barometer indicating 
need for a review of the price structure is the over-all 
profit picture.” Still other manufacturers watch com- 
petitors’ prices, and when these change substantially 
they hold a price review. 

Some companies watch a combination of price deter- 
mining factors. For instance, an apparel executive 
writes that “if our prices are out of line competitively at 
any time the sales division will call our attention to it, 
and if they are out of line profitwise the financial divi- 
sion will point it out.” And the president of an office- 
equipment concern remarks that “‘prices are reviewed in 
relation to changes in costs, gross profit ratios, or com- 
petitive price levels.” 


Periodic Price Reviews 


Three out of ten reporting firms state that they make 
provision for periodic reviews of their price structure on 
a monthly, quarterly, semiannual or annual basis. In 
many cases, cooperators also note that interim reviews 
are held whenever costs, profits or competitive price 
changes make such action advisable. For example, a 
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paper company’s price structure “is reviewed at least 
annually and sometimes more frequently depending 
upon the rate at which costs are changing.” A metal- 
stamping and -coating business reviews prices once or 
twice a year. But “changes in competitive levels,” the 
president adds, “impose a constant pressure for review 
and our pricing is therefore really under constant 
review.” Some representative descriptions of provisions 
made for periodic price reviews are shown below: 


“We have established gross margin objectives for each 
product. Each month, a comparison of actual results with 
these targets is made.” (Office equipment) 


* * * 


“About every three months, prices are reviewed, over- 
head is studied, and profit markups are checked to make 
sure we remain competitive and retain our percentage of the 
industry’s business.”’ (Nonferrous metals) 


* * * 


“Twice a year, our entire price structure is reviewed and 
changes made to maintain margins and to reflect, as far as 
the market will support, increases in labor costs and pur- 
chased materials prices.” (Specialized industrial machinery) 


* * * 


“Prices are a subject of review and consideration at the 
annual review meetings of the divisional operating commit- 
tees with top management. In the interim, the economic 
research department follows wages and price trends and 
reports any significant trends to the management of the 
corporation and its operating divisions.” (Inorganic chem- 
tcals) 


A few respondents indicate that they schedule price 
reviews to tie in with related planning activities. One 
such company producing furniture and fixtures reports 
that its price reviews are geared to the industry’s selling 
seasons. Its vice-president notes that the company’s 
“prices are reviewed at least twice a year in advance of 
our major furniture markets.” Also, a construction ma- 
terials firm reviews its selling prices at the time company 
forecasts are being formulated. According to the treas- 
urer of the company: 


“The consideration of the effects of price changes is an 
integral part of the process providing for continuing fore- 
casts of company sales and profits. Therefore, price levels 
are subject to review during the forecasting process. Our 
economist’s office maintains a comprehensive index of com- 
pany prices paid and received. These are carefully checked 
from many points of view in the interest of keeping manage- 
ment appraised of significant pricing developments within 
and outside the company.” 


In some cases, the frequency of price reviews is de- 
pendent upon the type of product involved. In a general 
industrial machinery firm, prices of standard products 
are reviewed every six months; the prices for custom- 
made products are reviewed “at the completion of the 
work, at which time costs are placed in the files for use 
in estimating similar contracts in the future.” 
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A Pricing-policy Audit 


An organic-chemicals company suggests that their divi- 
sions utilize the following check list when reviewing prices. 


1. Selection of the products for price review is the 
first step, since time does not permit exhaustive research 
on all products. Products selected may be based on: 

a. Sales importance of the product; or 

b. Urgency of a pricing decision; or 

c. Profitability being too high or too low; or 

d. Some existing evidence that a change in price will 

improve profitability. 


2. Each selected product should then be screened to 
determine the importance of pricing relative to other 
factors, such as: 

. Improved quality or characteristics 

b. Better delivery service 

c. Additional technical service 

d. More liberal credit terms 

e. Increased advertising and sales promotion 


. To get the proper perspective, the price history for 
each selected product should be traced through the post- 
war period. 

a. From price books, government and other sources, 
chart the price history since 1947 

b. From year-end reports work out the ratio of costs 
to prices during the period 

c. Determine whether price changes were made for 
good reasons or merely due to the influence of short- 
ages or surpluses in supply. 

d. What was the effect upon customers and competi- 
tors after previous price changes? 

e. What are the reasons for the present pricing struc- 
ture? Are they still logical? 


4. On the basis of past history and the knowledge of 
what lies ahead in the foreseeable future, determine 
what the pricing objectives are for the product. 


5. Determine whether serious study has been given to 
changing quantity discounts. Is there evidence that 
your customers would like changes? 


6. Determine whether a lower-quality product with a 
reduced price might open up new markets, and the 
danger of interproduct competition. 


7. Determine the costs at selected production rates. 
Relating these costs to various prices will show how 
much gross profit is generated at selected price and 
quantity levels. 


8. Determine how important our product is in the 
customer’s final cost. If small, a price increase might be 
an unimportant factor for him. If it is a large part of his 
cost, would a price decline expand the market enough to 
make up for the lower unit profit? 


9. Determine whether the present short or long 
supply is temporary or will continue for a long period. If 
short, how easily could competition expand? If there is 
surplus production, how long will it take consumption 
to absorb available capacity? 


A textile-mill vice-president writes that “all of our 
prices are reviewed each year. The prices for many of 
our products are reviewed every six months, and in 
some cases prices are reviewed almost weekly.” 


ROOM FOR IMPROVEMENT 


Some cooperating executives feel that more thought 
should be given to improving pricing since, as a vice- 
president of an electrical industrial equipment firm puts 
it, “this is an area in which manufacturing companies 
have been quite lax as compared with large retail 
operations.” 

Various other comments indicate a renewed attention 
to price policies and procedures, as for instance, an 
industrial machinery executive’s observation that “cost 
increases in recent years have focused our attention on 
our pricing.” In another case, “large-scale development 
work in our laboratories has caused us to concern our- 
selves with the pricing of new products.” Others point 
out that “‘as diversification leads us into new fields of 
endeavor, we have been thinking through general price 
policies and specific pricing procedures.” An instru- 
ments, controls and apparatus company vice-president 
and treasurer tells of anticipated changes: 


“We are currently engaged in a comprehensive analysis of 
our pricing policies and procedures. It appears obvious now 
that, when completed, our existing procedures and policies 
will be amended and revised quite substantially in order to 
assure realistic product pricing.” 


THEODORE KARGER 
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Business Forecasts 
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enjoying a continued general state of prosperity. We are going 
ahead with the biggest capital investment program of our 
history—even bigger than last year’s. Employment thus far in 
1957 has been somewhat greater than in 1956 and incomes are 
considerably higher. But, at the same time, there are a number 
of weak spots in the economy and some other industries where 
demand is not keeping pace with productive capacity. There 
are also some rather pressing questions to which we do not yet 
appear to have clear answers. . . 

“Will there be a business reaction on this continent in the 
next year or two? Is the boom running out of steam? There 
are no sure answers to these questions, but they are questions 
which we should not cease to ask. Up to a year or so ago, 
businessmen were asking themselves a good many questions 
about the outlook, and this attitude of healthy skepticism did 
much to prevent excesses which might have got us into 
trouble. I don’t think there is enough questioning going on 
today. There is too much uncritical acceptance of the indefi- 
nite continuance of prosperity; there is too much acceptance 
of the idea that we are in an era of creeping inflation. . . .” 
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SELECTED BUSINESS INDICATORS (Continued) 


Series 


Merchandise exports and imports 
Exports® 
Imports : . 
Export surplus incl. grant-aid shipments... 
Export surplus excl. grant-aid shipments 


Federal budget receipts and expenditures 
Cumulative receipts..... 
Cumulative expenditures 
For quarterly data see below 
Money supply and turnover 
Privately held money supply’ 
Total demand deposits adjusted and currency...... 
Deposit turnover: New York City 
Deposit turnover: 337 other centers® 


Bank loans, investments and reserves 
Investments? 


Diffusion index 
Industrial production.... 
Diffusion index 
Diffusion index, cumulative 


Eight sensitive business indicators 
Residential building contracts........... Sve Sievsserers 
Nonresidential building contracts........ eyckatoua (ocarete 
New orders, durables 
Average work week 
Raw materials prices....... 
Stock prices, industrials... 
INew incorporations ye... sos cutee sie < elec ai erailehsherers 
Business failures 


Gross national product 
Total 2 slnisteratere 
Binal demand@0ir cence s aoe ofnioye) cre ccyciais terete 
Change in business inventories............ are creates 


Components of gross national product 
Personal consumption expenditures..... 
Change from previous quarter 5 
Government purchases of goods and services....... 
Change from previous quarter.........e.eeee0. 
Gross private domestic investment.........e.eee- 
Change from previous quarter... 


Disposition of personal income 
Total personal income 
Disposable personal income 
Personal consumption expenditures........ ved 
Personal saving. . 


Corporate profits 
Net before taxes..... 
Net profits 6 
Tax liability ee 
Dividend payments.... 
Retained earnings.... 


Business expenditures for plant and equipment 
Total 3 senteiseiniaisicvetsieicisieleieieis 
Manufacturing industries...... 
Nonmanufacturing industries 


Federal budget receipts and expenditures 
Receiitstisuseers ccm ssc 
Expenditures eins 
Cumulative surplus or deficit#®. ... 
For monthly data see above 


Cee e eee en eereeeeeeseeeeses 


ee ey 


Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Tue Conrzrence Boarp; Department of Agriculture; Bureau of the Census; Se- 
curities and Exchange Commission; Treasury Department; F. W. Dodge; Standard 
& Poor’s; Dun & Bradstreet. 


.1 Includes interest, taxes and wages. 2 Prices received divided by prices paid. 3 Be- 


ginning M 


ay 1956, data based on 330-area sample. 4 Excludes personal contributions 


to social security, included in components. ®° Includes wages and salaries and “other 


labor income.” ¢ Includes grant-ai 


shipments. 7 Demand and time deposits adjusted 


to exclude U. S. Government and interbank deposits; and currency outside banks. 


8 Excludes Boston, Philadelphia, Chicago, Detroit, San Francisco, 


3 Angeles and 


Million dollars 
Million dollars 
Million dollars 
Million dollars 


Million dollars 
Million dollars 


Billion dollars 
Billion dollars SR 
TPisy 
tS 


Million dollars 
Million dollars 
Million dollars 
Million dollars 
Million dollars 


1947-49 =100 S 
tt S 


Thous. sq. ft. fl. sp. S 
Thous. sq. ft. fl. sp. S 


Million dollars SR 
Hours S$ 

1947-49 = 100 
1941-43=10 
Number S 
Number S$ 


Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


Billion dollars S 
Billion dollars S 
Billion dollars S$ 
Billion dollars S 
Billion dollars S 


Billion dollars S$ 


A 

A 

A 

A 

A 

A 

Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
A 

A 

A 

A 

A 

A 

A 

A 

A 


Billion dollars S 


Billion dollars S 
Billion dollars S 
Billion dollars $ 
Billion dollars S 


Billion dollars S 


Billion dollars S$ 
Billion dollars S$ 


Billion dollars S 


Million dollars 
Million dollars 
Million dollars 


New York. ° All member banks, 1° 
member banks. 1 Gross national 
fiscal year beginning Jul 


y 1,813 
1,102 
re 1 


ry 609 


31,272 


41,890 29,353 


218.3 
134.6 


221.0 
136.0 


58,952 
79,621 
352 
420 
32,017 


144 
—1.00 
41.62 


87,770 
47,204 
n.d, 
40.2 
90.2 
53.25 
12,211 
1,114 


Quarter 


r 434. 
r 432. 


CoO 
OUN 


osun 
SIOWOU 


37.33a 
16.84a 


20.494 


21,186 
18,121 
1,645 


21,734 
17,422 
—1,419 


13,414 
17,439 
=5,732 


1956 


July 


1,6966 
1,034b 
6626 


4576 | 


46,410 
38,956 


213.3 
134.1 


From Federal Reserye Banks. " Weekly reporting 
product, less change in business inventories, 1 For 


ly 1. S-seasonally adjusted. A-annual rate, a-anticipated. 


For the III Quarter of 1957, anticipated outlays are: Total, 37.89; Manufacturing, 


16.42; and Nonmanufacturi 
for quarterly data. p- 
sales during the mon 
index stated as the average duration in months of ex 
available. AChartbook of Current Business Tren 
FERENCE Boarp, 1957. Copies available to Board As 
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ring, 21.47. b-June, 1956 for monthly data; I Quarter 1957 
— r-revised. * End-of-month inventory, divided by 


t Debits (annual rate) divided by deposits. tt Diffusion 


ansion or contraction. n.a.—Not 
, (Third Edition), Taz Con- 
sociates on request. R-revised. 
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Studies in Business Policy 


No. 84—Marketing Research in Action 

No. 83—Prospects for Economic Nuclear Power 

No. 82—Operations Research 

No. 81—Company Insurance 

No. 80—Public Relations in Industry 

No. 79—Measuring Salesmen's Performance 

No. 78—Industrial Engineering, Organization and Practices 

No. 77—Forecasting in Industry 

Ne. 76—Automobile Plans for Salesmen 

No. 75—Reseorching Foreign Markets 

No. 74—Atomic Energy Primer for Management 

No. 73—Company-Sponsored Foundations 

No. 72—Marketing, Business and Commercial Research in Industry 
No. 71—Keys to Efficient Selling and Lower Marketing Costs 

No. 70—Industrial Security:—Ill. Theft Control Procedures 

No. 69—New Product Development:—lll. Marketing New Products 
No. 68—Company Tax Administration 

No. 67—Executive Expense Accounts 

No. 66—Financial Management of Pension Trusts 

No. 65—Managing Company Airplanes 

No. 64—Industrial Security:—II. Plant Guard Handbook 

No. 63—The Corporate Directorship 

No. 62—Controlling Capital Expenditures 

No. 61—Techniques of Plant Location 

No. 60—Industrial Security:—I. Combating Subversion and Sabotage 
No. 59—Trends in Industrial Location 

No. 58—Budgeting Expenses in Small Companies 

No. 57—New Product Development:—ll. Research and Engineering 
No. 56—The Duties of Financial Executives 

No. 55—Protecting Personnel in Wartime 

No. 54—Getting Defense Contracts 

No. 53—Damage Control in Wartime 

No. 52—Measuring Dealer and Consumer Inventories 

No. 51—Protecting Records in Wartime 

No. 50—Military Inspection in Industry 


The August Management Record 


Special issue on inflation as it relates to wages, 
productivity and bargaining pressures 


Speeches by economists and business leaders have been gathered from 
several Conference Board meetings to consider such questions as: what 
is the relationship between productivity increases and wage increases? 
do we have “wage inflation”? and if we have wage inflation, what is 
the price we must pay to curb it? “Labor Press Highlights” gives union 
leaders’ views of these problems. A special chart feature, based on data 
from a new Bureau of Labor Statistics report, “Productivity, Prices, and 
Incomes,” presents some of the statistics referred to in the speeches. 
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